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AMENDING THE EMPLOYMENT ACT OF 1946 TO IN- 
CLUDE RECOMMENDATIONS ON MONETARY AND 
CREDIT POLICIES AND PROPOSED PRICE AND WAGE 
INCREASES 


MONDAY, JULY 21, 1958 


House oF REPRESENTATIVES, 
EX&CUTIVE AND LEGISLATIVE REORGANIZATION SuBCOM- 
MITTEE OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C., 

The subcommittee met at 10 a. m., room 1537, New House Office 
Building, Hon. William L. Dawson (chairman), ee 

Members present : William L. Dawson, Dante B. Frascell, rs. Cecil 
M. Harden, and Clarence J. Brown. 

Also present: Elmer W. Henderson, counsel; David Glick, asso- 
ciate counsel; Lawrence Redmond, subcommittee clerk; and William 
A. Young, staff consultant. 

Chairman Dawson. The subcommittee will kindly come to order. 

This hearing is being called by the Subcommittee on Executive 
and Legislative Reorganization on H. R. 12785, a bill introduced by 
Congressman Reuss, a member of the full committee, to amend the 
Employment Act of 1946 to provide for the inclusion of recommenda- 
tions concerning monetary policies in the President’s program, and 
to bring to bear an informed public opinion upon proposed inflation- 
ary price increases. 


I am going to ask Associate Counsel David Glick to read the bill 
for us. 


Mr. Guick (reading) : 


H. R. 12785, a bill to amend the Employment Act of 1946 to provide for the 
inclusion of recommendations concerning monetary policies in the President’s 
program, and to bring to bear an informed public opinion upon proposed infla- 
tionary price increases. 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 3 of the Employment Act of 1946 
is amended to read as follows: 

“Sec. 3. (a) The President shall transmit to the Congress, not later than 
January of each year, an economic report (hereinafter called the ‘Economic 
Report’) setting forth (1) the levels of employment, production, and purchasing 
power obtaining in the United States and such levels needed to carry out the 
policy declared in section 2; (2) current and foreseeable trends in the levels 
of employment, production and purchasing power; (3) a review of the economic 
program (including monetary and credit policies) of the Federal Government 
and a review of the economic conditions affecting employment in the United 
States or any considerable portion thereof during the preceding year and of 
their effect upon employment, production and purchasing power; and (4) a 
program (including monetary and credit policies) for carrying out the policy 
declared in section 2, together with such recommendations for legislation as 
he may deem necessary or desirable. 
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2 AMENDING THE EMPLOYMENT ACT OF 1946 


“(b) The President may transmit from time to time to the Congress reports 
supplementary to the Economic Report, each of which shall include such supple- 
mentary or revised recommendations (including recommendations concerning 
monetary and credit policies) as he may deem necessary or desirable to achieve 
the policy declared in section 2. 

“(e) The Economic Report, and all supplementary reports transmitted under 
subsection (b) of this section, shall, when transmitted to Congress, be referred to 
the joint committee created by section 5 (15 U.S. C. 1022).” 

Sec. 2. Section 4 (c) of the Employment Act of 1946 is amended to read as 
follows: 

“(3) to appraise the various programs and activities (including monetary 
and credit policies) of the Federal Government in the light of the policy de- 
clared in section 2 of this title for the purpose of determining the extent to 
which such programs and activities are contributing, and the extent to which 
they are not contributing, to the achievement of such policy, and to make 
recommendations to the President with respect thereto ;” 

Sec. 3. Section 4 (c) of the Employment Act of 1946 is amended by adding an 
additional subsection (c) (6) as follows: 

“(6) to collect information concerning, and to make studies of, such pro- 
posed price and wage increases as may adversely affect maximum employ- 
ment, production, and purchasing power; and to report to the President 
instances where the proposed increase is found likely to have such an ad- 
verse effect, in order to enable the President to make an appropriate, in- 
formed request for voluntary restraint by the parties concerned.” 


Chairman Dawson. This bill was introduced as stated, by one of 
our colleagues, Congressman Reuss. He is our first witness. 
Congressman Reuss, the author of the bill. 


STATEMENT OF HON. HENRY S. REUSS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF WISCONSIN 


Mr. Reuss. Thank you, Mr. Chairman, and my colleague Mr. 
Brown. 


I deeply appreciate the opportunity to get consideration for H. R. 
12785. 

I prepared a rather comprehensive statement and, with the Chair’s 
permission, I would like to offer the statement for inclusion in the 
record and then to summarize it rather briefly and submit myself to 
questions. 


Chairman Dawson. The statement will be made a part of the record 
at this point. 


(The statement referred to follows :) 


STATEMENT OF Hon. Henry S. REvsSS, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF WISCONSIN 


I appreciate the opportunity to testify in behalf of H. R. 12785. The bill would 
amend the Employment Act of 1946 to require the President to include in his 
economic program recommendations concerning monetary and credit policies, 
and to empower him to marshal the force of public opinion against wage or price 
increases which he finds to be inflationary. 

It is time that we took a look at our basic economic statute, the Employment 
Act of 1946, to determine whether we have adequately girded ourselves to fight 
inflation. Inflation, as measured by the cost-of-living index, has continued 
steadily for 21 consecutive months. The index is now almost 25 percent above 
1947—49 level, almost 9 percent above its 1952 level. 

Paradoxically, this inflation continues to occur despite our 5% million unem- 
ployed, more millions partially unemployed, and plant and machinery lying 
unused. According to the staff of the Joint Economic Committee, an estimated 
$40 billion is being lost this year from our national production. Our economic 
growth has gone into reverse, while Russia’s continues to bound forward. 
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AMENDING THE EMPLOYMENT ACT OF 1946 3 


Our people are increasingly aware of the damage inflation does. Inflation 
harmfully redistributes wealth and income. Its victims are, usually, the mem- 
bers of society least able to afford a devalued dollar—pensioners, holders of 
savings and insurance policies, white-collar workers, Government workers, small- 
business men, unorganized workers. 

Secondly, inflation distorts our economy by misallocating resources. It sub- 
stitutes in a businessman the instinct of a gambler for the instinct of a con- 
structive contributor to the common well-being. 

Thirdly, even a little inflation, long enough continued, is a constant exercise 
in “brinkmanship.” It is capable of being fanned at anytime into catastrophic 
runaway inflation by the action of speculators, the demands of special groups, 
and the cowardice of government. 

Fourthly, inflation is harmful because its ever-present threat, and the fact 
that we have not yet evolved satisfactory mechanisms to stop it, makes the Gov- 
ernment hesitate to take adequate measures to end recession and restore maxi- 
mum employment, for fear of accelerating inflation. A major argument made 
against every antirecession proposal this year—tax reduction, increased Govern- 
ment spending, easing of credit restrictions—was that all tend toward inflation. 

The experience of 1958 shows that, to get the Government to combat recession 
vigorously, a prerequisite must be the establishment, and the use, of workable 
machinery to combat inflation. Only when we are closer than we are now 
to checking inflation will there be an adequate answer to those who are now 
hestitant about checking recession. 

To check whether our table of equipment and organization for combating in- 
flation is adequate, we must look at our principal national economic guideline, 
the Employment Act of 1946. 

The first question we must ask is: Does the Employment Act of 1946 contain as 
a goal maximum price stability, as it unquestionably does contain the goals of 
maximum employment and maximum production? I believe that it does. The 
phrase “maximum purchasing power” in the act, if it means anything, means that 
it should be our goal to prevent erosion of purchasing power to the maximum 
extent consistent with the other two goals, maximum employment and maximum 
production. This view is shared by the first two Chairmen of the Council of 
Economie Advisers, Dr. Edwin G. Nourse and Leon H. Keyserling. Some of the 
distinguished economists who participated in May 1958 before the Joint Economic 
Committee symposium on the relationship of prices to economic stability and 
growth, it is true, believe that the act needs a more emphatic anti-inflationary 
mandate. I have not included the goal of “maximum price stability” in H. R. 
12785 because I believe that such a goal is fully encompassed in the present 
language, “maximum purchasing power.” If any Member of Congress, however, 
feels that the anti-inflationary goal of the Employment Act of 1946 could be 
sharpened by adding the words “maximum price stability,” I see no harm in it. 

It is much more important to examine the act to inquire whether its present 
structure adequately centralizes in the President the specific task of combating 
inflation. An examination of the act, as interpreted, discloses that the President 
needs additional and clearly defined powers and duties to fight inflation. 

The economic experts who testified before the Joint Economic Committee in 
May differed on the nature and causes of our present inflation. To some, the 
major cause lay on the demand side—excess money and the desire to use it on the 
part of those who spend it—including the consumer, the Government, and the 
eapital investor. To others, the major cause lay on the cost side. According to 
this view, wage increases and administered-price increases, often continuing in 
the face of serious unemployment of men and resources, accentuate inflationary 
price rises. 

In fact, our recent inflation probably stems from both demand-pull and cost- 
push factors. Federal Reserve Board Chairman William McChesney Martin 
pointed this out in the recent hearings before the Senate Committee on Finance 
investigation of the financial condition of the United States: 

“Inflation is a process in which rising costs and prices mutually interact upon 
each other, over time, with a spiral effect. At the same time, demand must 
always be sufficient to keep the spiral moving” (hearings, pp. 1262-1263). 

If inflation is a 2-eyed purple people eater, rather than the 1-eyed variety, we 
must look at the existing machinery of the Employment Act of 1946 for com- 
bating both demand-pull and cost-push inflation. For both types, the act’s 
machinery is inadequate. H. R. 12785 attempts, in an extremely modest way, to 
fill both deficiencies. 
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I. COMBATING DEMAND-PULL INFLATION BY ACTION ON THE DEMAND SIDE 


The first of H. R. 12785’s two main provisions is to require the President to 
include in his economic program recommendations concerning monetary and 
credit policy. 

These recommendations on monetary and credit policy should be made not only 
in the area governed by the Federal Reserve System, but in the important area 
controlled by various executive lending agencies, and in the area of proposed new 
legislation. These recommendations, together with recommendations on tax and 
spending policy, should be pulled together and presented as a package, and carried 
out, as far as possible, as a package, not as a haphazard collection of disconnected 
policies. Only if this is done can monetary and credit activities be effective in 
combating inflation. 

I believe that such an amendment is (@) meaningful, since it imposes respon- 
sibilities which, under the President’s interpretation, are not included within the 
present act; that (b) it is desirable; and that (c) it would have no harmful 
consequences. 


A. The amendment is needed 


By the “practical construction” of the administration, the act at present does 
not impose any responsibility upon the President to make recommendations con- 
cerning monetary and credit policy. This interpretation of the act is evident 
(1) from formal statements by the administration; (2) by its consistent 
practice; and (3) by its report on H. R. 12785. 

(1) The President has formally renounced any responsibility to advise the 
Federal Reserve Board and its Open Market Committee of the administration’s 
position on monetary and credit policy. This has been made clear over a period 
of years. 

In the 1952 campaign, Mr. Eisenhower advocated “a Federal Reserve System 
which exercises its functions in the money and credit system without pressure 
for political purposes from the Treasury or the White House” (testimony of 
Secretary of Treasury Humphrey, Senate Finance Committee, Investigation of 
the Financial Condition of the United States, pt. 1, p. 16, June 18, 1957). 

In a similar vein, Under Secretary of the Treasury W. Randolph Burgess 
recently said: 

“The job of the bank of issue is making money scarcer and costlier when 
boom psychology appears. This takes courage and judgment. That is the reason 
why it can’t be done safely or well by politicians. The usefulness of the bank 
of issue is exactly in doing the unpopular things at the right time. The wise 
government knows this and leaves these unpopular jobs to the bank of issue” 
(ibid., pt. 2, p. 960, Aug. 3, 1957). 

It is apparent from numerous utterances of President Eisenhower that he 
regards the independence of the Federal Reserve as a reason for refraining 
from even making administration recommendations in the field of monetary 
and credit policy. Discussing the Federal Reserve’s April 1956 increase in the 
discount rate, the President said at a press conference : 

“The Federal Reserve Board is set up as a separate agency of Government. 
It is not under the authority of the President, and I, personally, believe it 
would be a mistake to make it definitely and directly responsible to the political 
head of state—I do have this confidence in the Federal Reserve Board: * * * 
They are watching it very closely, and I, personally, believe that, if money gets 
to what is normally referred to as too tight, they will move in the other direc- 
tion in some way or other as soon as they can” (New York Times, Apr. 26, 
1956, p. 16). 

In a Presidential press conference on October 5, 1956, the following colloquy 
took place: 

“Mrs. Sara McCuienpin, of El Paso Times. Mr. President, sir, we know that 
many communities want more school buildings, and we know you said you 
wanted to help them, I believe, on the partnership basis—but how can these 
communities build more schools when the cost of doing so would be a million 
or two higher as a result of the interest they would have to pay, as a result of 
your policies on high interest. [Laughter.] 

“The PresIDENT. What are my policies on high interest? You have not ex- 
plained that. 

“Mrs. McCienpin. Well, the Treasury Department and the Federal Reserve 
Board, under your administration, have contributed to raising the interest rates 
all over the country. 
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“The Presipent. To what extent is the Federal Reserve Board under my 
control? 

“Mrs. McCLenpIn. Well, I would imagine—I don’t know, sir, but I would 
imagine you would have some influence. 

“The PRESIDENT. Then, the only thing I am getting at is don’t start out with 
a premise that isn’t quite correct. The Federal Reserve Board is not under 
my control, and I think it is proper that the Congress did set it up as an inde- 
pendent agency.” 

(2) Not only has the President thus repeatedly used the Federal Reserve's 
“independence” as a reason for renouncing the responsibility of making recom- 
mendations in monetary and credit policy. In fact, since 1953, the President’s 
statutory programs, as contained in the Economic Report, have omitted any 
recommendations for action by the Federal Reserve or the Open Market Com- 
mittee. 

Both these bodies, of course, exert a profound influence over employment, 
production, and purchasing power. They do so through the Board’s power over 
changes in reserve requirements, rediscount rates, regulation of stock market 
credit, and setting of maximum rates of interest for savings deposits in member 
banks; and through the Open Market Committee’s power over the purchase and 
sale of Government securities. 

In this year’s 1958 Economic Report of the President, dozens of specific recom- 
mendations for action were made to the Congress and to State and local govern- 
ments—see 1958 Economic Report, pages 77-S0—but not a single recommendation 
or suggestion to the Federal Reserve Board or to the Open Market Committee. 
Chairman Raymond J. Saulnier, of the CEA, has since testified—Joint Economic 
Committee hearings, January 27, 1958, page 29: 

“In the economic report we have expressed no judgments as to the ade- 
quacy or inadequacy of credit policy. We have done the best we can to describe 
that policy and to describe the movement of our economy, and have left evalua- 
tions of it completely out of the story.” 

Similarly, in the 1955, 1956, and 1957 economic reports, State and local 
governments were advised to rewrite their tax and debt limitation statutes 
in order to relieve the problems caused by tight money. Yet no recommenda- 
tions were made to the Federal Reserve concerning tight money itself. 

(3) In their adverse reports to the Committee on Government Operations 
on H. R. 12785, both Federal Reserve Chairman William McChesney Martin, Jr., 
and Council of Economic Advisers Chairman Raymond J. Saulnier, in opposing 
H. R. 12785’s requirement for Presidential recommendations regarding monetary 
and credit policies, indicate clearly that the act at present contains no such 
requirement. 

Mr. Martin’s letter of June 27, 1958, says: 

“It is the view of the Board that a further requirement that the President 
shall include in his reports specific recommendations as to the monetary and 
credit policies to be followed in the future would be undesirable. Some instru- 
ments of national economic policy, such as fiscal policy, housing policy, and 
agricultural policy, are by their nature adaptable only slowly over a period 
of time to changing economic conditions. They lend themselves much more 
readily to longer term recommendations. Monetary and credit policy, on the 
other hand, is the most flexible of the instruments of national economic policy, 
and it would lose this highly important advantage if it were tied into a program 
of longer term recommendations. 

“Decisions in the area of monetary and credit policy are the responsibility 
of the Board of Governors of the Federal Reserve System, entrusted to it pur- 
suant to the constitutional powers of Congress in this field. A mandate to the 
Executive in other legislation to make recommendations in the field of monetary 
and credit policy would conflict with the statutory relationships of the Federal 
Reserve System to the Congress and the independent performance of the duties 
that are entrusted to its administration.” 

In his letter of July 1, 1958, Chairman Saulnier says: 

“It is not clear * * * what the effect would be of making explicit provision 
for recommendations regarding monetary and credit policies in the economic 
program called for by the Employment Act. The effect might be to alter the 
long-established relationship between the independent Federal Reserve System, 
on the one hand, and the Office of the President, on the other hand. In our 
judgment, any revision of this relationship should be undertaken, if at all, only 
after very careful study of the workings of present arrangements.” 
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B. The amendment is desirable 


The changes in the Employment Act of 1946 which would be brought about 
by requiring the President to make recommendations concerning monetary and 
credit policy would greatly strengthen the act as an anti-inflationary instrument. 

By and large, as we have just seen, the President’s present interpretation 
of the act is such as to bring about his retirement from the field of monetary 
and credit policy. The basic intention of the act was to centralize in the 
President responsibility to make appropriate recommendations not only to 
achieve maximum employment and production, but maximum price stability 
as well. As the President interprets the act, he equates the attack on inflation 
with the use of monetary and credit policy, and thus steers clear of the whole 
field because he regards this as the exclusive domain of the Federal Reserve 
System. If we accept the President’s claim that he has no responsibilities in 
the area of monetary and credit policy, we wipe out an important part of our 
anti-inflationary arsenal. 

It is perfectly true that the Federal Reserve System, like other branches of the 
Federal Government, has acknowledged a responsibility to promote the goals 
of the Employment Act of 1946. It is also true that, at least since September 
1957 an informal committee on credit policy, consisting of the President’s eco- 
nomic adviser, the Chairman of the Federal Reserve Board, the Secretary of 
the Treasury, and the Chairman of the Council of Economic Advisers, permits 
a useful informal exchange of information and views on monetary and credit 
policy. 

Neither of these, however, meets the fundamental need which gave rise to the 
Employment Act of 1946 in the first place—the need to centralize in the President 
the responsibility for coming forward with a constantly revised program for 
maximum employment without inflation, which is then to be implemented in the 
executive branch where it is a matter for the executive branch, and referred with 
a recommendation where the responsibility for carrying out the recommendation 
must in the nature of things be on someone else—as on the Congress, State, and 
local governments, or the Federal Reserve. 

If the President believes that the Federal Reserve is exercising its rediscount 
and reserve powers properly, or too severely, or too laxly, he should say so. If, 
at a time when credit needs to be made easier, he believes that national economic 
goals will be enhanced by open market purchases of Government securities, 
rather than by changing reserve or rediscount requirements, he should say so. 

In fact, he has not said so. Recent examples of administration irresponsibility 
in failing to state its position to the Federal Reserve at the relevant time, 
apparently in the hope that all will come right in the end, are not lacking. For 
example, Chairman Martin of the Federal Reserve testified as follows con- 
cerning the administration’s position on the Federal Reserve's April 1956 increase 
in the discount rate: 

“By the last week in March the position in the Federal Reserve—which was not 
a 1-man operation; you see, the 12 bank directors were considering all aspects 
of this—was that it would be wise for us to go up in the discount rate. 

“T think Secretary Humphrey subsequently testified that his judgment at that 
time was that the timing was poor, but that he was not opposed to the long-run 
objective. 

“We finally reached a point where there was no meeting of the minds that could 
be had, and there was nothing for the Federal Reserve to do except to go and 
act. And we acted. 

“Senator Lone. Since that time the discount rate has been advanced several 
additional steps, has it not? 

“Mr. Martin. It has. And it has been discussed persistently with the Treas- 
ury and with the Council of Economic Advisers and others in the administration. 
And we benefit a great deal from these discussions with them, just as we benefit 
from the meeting here before this committee, getting the different points of view. 

“Senator Lone. Are you free to say whether there was a divergence of opinion 
on the subsequent increase in the rediscount rate? 

“Mr. Martin. In some degree, I think there was. There was no pressure put 
on us not to do what we did. Everything was very friendly and amicable, but 
I am inclined to believe, to be honest, that if it had been handled by the adminis- 
tration it would have been handled differently” (Senate Finance Committee, 
investigation of the financial condition of the United States, pt. 3, p. 1363, Aug. 
16, 1957). 
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Asked “what communications and representations from executive department 
officials or their subordinates” the Federal Reserve Board had before it in its 
decision to up the discount rate in April 1956, Chairman Martin replied: 

“The answer is ‘None.’ I informed the Board, as is my practice, of the con- 
versations which had been carried on, and of the fact that Secretary Humphrey 
and Chairman Burns questioned the wisdom of the action, but there were no 
formal representations. That was conveyed to the Board. They knew that 
at the time they took their action” (Conflicting Official Views on Monetary 
Policy : April 1956, Subcommittee on Economic Stabilization, Joint Committee on 
the Economic Report, p. 40). 

The August 1957 increase in the discount rate by the Federal Reserve Board is 
another instance where the administration, although apparently disagreeing with 
Federal Reserve action, was silent at the time. The August 1957 discount rate- 
increase action was taken despite months of increasing business failures, falling 
agriculture incomes, declining employment, and falling prices of sensitive com- 
modities. A New York Times story of January 20, 1958, by Edwin L. Dale, Jr., 
on the filing of this year’s economic report, reported that : 

“Tn elaborating on the report, administration sources made these points : 

“ “The Federal Reserve, in the administration’s view, carried on its tight-money 
policy too long, and even now has not switched sufficiently to easy money. Cur- 
rent Federal Reserve policy was described as “a trifle overstern.” The Reserve 
operates independently of the administration.’ ” 

To the same effect, Mr. Raymond J. Saulnier, Chairman of the Council of Beo- 
nomic Advisers, testified on January 27, 1958, that he “would have welcomed a 
shift toward a somewhat easier credit policy at an earlier date” than the 
November date the Federal Reserve in fact selected (Joint Economic Committee 
hearings in January 1958, Economic Report, p. 29). But the CEA apparently 
did nothing about it at the time. 

The practice of leaving the fight against inflation to the Federal Reserve Sys- 
tem—‘“let Bill do it’—means that the overall attack on inflation on the demand- 
pull side (let alone on the cost-push side, which will be discussed later) is a most 
inadequate one. The Federal Reserve’s anti-inflationary powers, such as they 
are, stem from its power to exercise some control over the amount of money the 
commercial banks have to lend, and the interest rates they charge for borrowings. 
It has no control over the credit and interest practices of such other financial 
institutions as banks which do not belong to the Federal Reserve System, insur- 
ance companies, savings and loan associations, finance companies, pension funds. 

Even on the commercial banks, which the Federal Reserve does affect by 
restrictions on reserve requirements and rediscount rates, these restrictions 
can be largely circumvented by the banks’ selling Government securities in their 
portfolios and obtaining loanable funds instead. 

But at some point a policy of tightened credit does take hold. Bank loans 
are harder to get, and do cost more. Even so, any anti-inflationary effect of such 
credit stringency must depend upon the extent to which it dampens the demand, 
or spending, of consumers or business investors. In practice, credit stringency 
has little effect on consumer borrowing and spending, since increases in the 
interest charge amount only to very small increases in the monthly payments 
on the installment plan, and even these increases can be avoided altogether by 
stringing out the number of monthly payments. 

The anti-inflationary effect of tight money on business spending, while some- 
what greater than on consumer spending, is still not very great. If times are good, 
and inflationary pressures are boiling, small increases in the interest rates do not 
deter business investors from borrowing and spending, particularly where other 
governmental actions encourage capital investment. Strong businesses can pass 
on to consumers the cost of increased interest rates, or avoid borrowing altogether 
by drawing on their own savings or by going into the security market for funds. 
So a policy of credit stringency operates mainly on small business, home builders, 
farmers, and the effects on them are frequently diluted by special governmental 
programs to make available by specific means the credit which has just been 
taken away by the overall means of credit stringency. 

Thus, to leave the fight against inflation to the Federal Reserve System is to 
send a boy to do a man’s work. 

If the President is compelled to include monetary and credit recommendations 
in his economic program, the inadequacy of leaving everything to the Federal 
Reserve will become more apparent. The amendment proposed by H. R. 12785 
will require the President not only to bemoan inflation, but to do something about 
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it. The requirement that he make monetary and credit recommendations will 
have the following effects, in addition to the effect already described of requiring 
him to make recommendations where appropriate relating to the Federal Reserve's 
present powers of reserve requirements, rediscount rates, and open-market 
policy : 

(1) Recommendations will have to be made concerning the credit policy of 
executive lending agencies responsible to the President, such as the Housing and 
Home Finance Agency, the Farm Home Administration, the Farm Credit Admin- 
istration, and the Small Business Administration. In the recent past, while 
the Federal Reserve was moving to tighten bank credit, lending agencies else- 
where in the Government were busy increasing the supply of credit, thus moving 
in just the opposite direction. 

(2) Recommendations will have to be made concerning monetary and credit 
matters not within the present legal authority of the Federal Reserve. A good 
example of this is possible controls over the amount of downpayment, and length, 
of consumer installment credit, and of housing-mortgage credit. Certainly this 
would have been a more effective instrument of preventing inflation in the last 
2 years than relying exclusively on the diffused existing powers of the Federal 
Reserve over bank reserves and interest rates. 

(3) The requirement that the President make recommendations concerning 
monetary and credit policy would tend not only to produce such recommenda- 
tions, where needed, but to show their limitations. In fact, any comprehensive 
attack on inflation must include not only monetary and credit policy, but policy 
with regard to governmental taxing and spending. If demand is excessive, and 
the Government is sincere in its desire to do something about inflation, it must 
accompany anti-inflation credit and monetary policy by spending less, or taxing 
more, or both. Yet in the recent past, at a time when the Federal Reserve was 
applying inti-inflationary credit stringency, the administration was proposing 
the largest peacetime spending budget in history; and, far from recommending 
increased taxes, the administration was continuing the 1954 tax reduction, 
including accelerated depreciation and the lavish granting of rapid tax amor- 
tization certificates, which were feeding the capital goods inflationary boom. 


C. It will do no harm 


We must now ask ourselves whether the proposed strengthening of the Employ- 
ment Act of 1946 so as to require monetary and credit recommendations would 
impair the independence of the Federal Reserve. It should be noted at the 
outset that the question of impairing the Federal Reserve’s independence only 
arises in connection with the first of the four anti-inflationary Presidential rec- 
ommendations described: (1) Monetary and credit recommendations in the field 
of the Federal Reserve’s present reserve, rediscount, and open-market powers; 
(2) monetary and credit recommendations to lending agencies of the executive 
branch; (3) monetary and credit recommendations having to do with new legis- 
lation in either of the first two fields; and (4) anti-inflationary recommendations 
in fields other than in monetary and credit policy, such as on tax and spending 
policy. 

Yet even in this first area, of traditional Federal Reserve powers, requiring 
the President to make appropriate recommendations to the Federal Reserve 
System in no way destroys the Federal Reserve’s independence. That inde- 
pendence springs from the fact that once the members of the Board of Governors 
of the Federal Reserve System are appointed by the President, they are not sub- 
ject to removal except for cause during their 14-year term. If the Federal 
Reserve System does not agree with the President’s recommendations, it surely 
has enough gumption to say so, and to use its own judgment. No one suggests 
that the Congress, or State and local governments, are not independent of the 
administration. Yet no one disputes the fact that the act, and practice under it, 
requires that the President make recommendations to Congress and to State 
and local governments. In fact, the President has repeatedly done so. If 
Congress and State and local governments can take these recommendations 
without losing their independence, why can’t the Federal Reserve? 

A May 25, 1956, editorial in Business Week put the matter very well: 

“In Government there is an important difference between an independent 
responsibility and an exclusive one. The Fed is not the only agency with the 
duty of guiding the United States economy and promoting its welfare. The 
Fed can preserve its cherished independence only as long as it realizes that 
it shares responsibility with other Government agencies and that its policies 
must harmonize with the policies of these agencies.” 








wera a ae” = 


- 


is 


a 
ye 


rs 
b- 
al 
ly 
ts 
he 
it. 
te 


ns 


nt 
he 
he 
iat 


ies 


AMENDING THE EMPLOYMENT ACT OF 1946 9 


Il. COMBATING COST-PUSH INFLATION BY ACTION ON THE COST SIDE 


The second of H. R. 12785’s two provisions is to add to the list of duties of the 
Council of Economic Advisers the duty to study proposed price and wage in- 
creases which have a serious inflationary potential, and to report the facts to the 
President. The President, armed with a complete analysis and set of recom- 
mendations as to why the proposed increases would be contrary to economic 
stability, would be empowered, although not required, to take either or both of 
the following courses: 

First. Consult informally with representatives of industry and labor con- 
cerned with the proposed price or wage increases, in an effort to induce voluntary 
restraint. These consultations with representatives of industry and labor are 
clearly envisaged by two present provisions of the Employment Act of 1946. 
Section 2 declares that the responsibility of the Federal Government is to carry 
out the goals of the act ‘‘with the assistance and cooperation of industry [and] 
labor.” Section 4 (e) (2) empowers the Council of Economic Advisers to con- 
sult with “representatives of industry [and] labor.” 

Second. If necessary, make public his recommendations against the proposed 
increases, in order to let an informed public opinion help induce restraint. 

This new definition of duties in the wage-price field is designed to make 
definite and useful the vague exhortations and admonitions to industry and labor 
which the President has repeatedly used. 

For example, in his state of the Union message of January 10, 1957, the Presi- 
dent said: 

“And, if our economy is to remain healthy, increases in wages and other labor 
benefits, negotiated by labor and management, must be reasonably related to 
improvements in productivity. Such increases are beneficial, for they provide 
wage earners with greater purchasing power. 

“Except where necessary to correct obvious injustices, wage increases that 
outrun productivity, however, are an inflationary factor. They make for higher 
prices for the public generally and impose a particular hardship not only on 
the active workmen, but on those whose welfare depends on the purchasing 
power of retirement income and savings. Wage negotiations should also take 
cognizance of the right of the public generally to share in the benefits of im- 
provements in technology.” 

At his press conference on June 26, 1957, the President said : 

“The only point I make is this: Government, no matter what its policies, 
cannot of itself, make certain of the soundness of the dollar, that is, the sta- 
bility of the purchasing power of the dollar in this country. There must be 
statesmanlike action, both by business and by labor. Frankly, I believe that 
boards of directors of business, of businuess organizations, should take under 
the most serious consideration any thought of a price rise and should approve 
it only when they can see that it is absolutely necessary in order to continue 
to get the kind of money they need for the expansion demanded in this coun- 
try—and at the same time labor should demand wages, wage increases that con- 
form roughly to the increase in productivity of the individual, and the only 
exception I think they ought to make to that, when there are demonstrable 
injustices existing in particular areas.” 

In a speech on May 21, 1958, he said: 

“The American people are going to be looking over the shoulders of those 
sitting at every bargaining table to see whether the wage settlement and subse- 
quent price decisions are consistent with a stable dollar.” 

In his January 1958 economic report, the President said: 

“Business managements must recognize that price increases that are un- 
warranted by costs, or that attempt to recapture investment outlays too quickly, 
not only lower the buying power of the dollar, but also may be self-defeating 
by causing a restriction of markets, lower output, and a narrowing of the 
return on capital investment. The leadership of labor must recognize that wage 
increases that go beyond overall productivity gains are inconsistent with stable 
prices, and that the resumption of economic growth can be slowed by wage 
increases that involve either higher prices or a further narrowing of the mar- 
gin between prices and costs.” 

The trouble with these generalized admonitions is that nobody pays any 
attention to them. Each special interest group—labor, management, or who- 
ever—is like the old lady who after the chureh service said to the minister, 
“That was a wonderful sermon, Reverend. Everything you said applied to 
somebody or other I know.” 
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In order to be meaningful, presidential admonitions must include under- 
standable criteria, and must be as specific as possible. 

This provision of H. R. 12785 in no sense involves price or wage control, since 
the industry or union is free to disregard the President’s recommendation. 
Hopefully, both labor and management will be sufficiently public relations 
conscious so as to pay some heed to a presidential recommendation. Thus, in 
many cases, public opinion may not have to be brought into play at all. 

The proposed redefinition of presidential wage-price responsibilities would 
need to be exercised only in strategic cases, cases where the price or wage in- 
creases would be important to the whole economy. 

The Council of Economic Advisers would probably need some modest in- 
crease in staff in order to handle the proposed new function, although much of 
the work could be done by other Government agencies which the Council is 
privileged to use. Such as the Bureau of Labor Statistics. 

Obviously, the proposal for presidential recommendations in the wage-price 
field can help to combat inflation only if it is accompanied by vigorous action 
on the demand-pull side, including monetary, tax, and expenditure policy. 
The mere existence of the presidential wage-price recommendation power, ac- 
companied by vigorous enforcement of the antitrust laws, both on the cost-push 
side, might well be enough to dampen inflationary price movements, if broad 
action, as indicated, is taken on the demand-pull side. 

I hope that the consideration of H. R. 12785 will sharpen our national 
thinking on how we may reach the goal of maximum employment without in- 
flation. Since these hearings are being held on July 21-22, 1958, close to the 
adjournment of the 85th Congress, I realize that final action on H. R. 12785 
cannot and should not be expected before 1959 at the earliest. I would intend to 
reintroduce the bill in the 86th Congress, assuming I am around to do so. 
Meanwhile, I hope to profit by the deliberations of this subcommittee and of 
other participants in this hearing; and of the joint economic committee, which 
will bring its current hearings on relationship of prices to economic stability 
and growth to an end in December 1958. 


Mr. Reuss. The bill which has just been read is not as long and 
formidable as it sounded because, necessarily, the bill sets forth all 
the existing language in the Employment Act of 1946. The amend- 
ment offered by H. R. 12785 would do two rather straightforward 
and simple things. 

It would require the President to include in his economic program 
to the Congress, which he issues in January and then periodically, 
as he feels wise during the year, recommendations concerning mone- 
tary and credit policies; secondly, it empowers him to find facts, and 
if he deems it desirable to make public recommendations, concerning 
proposed wage and price increases which he regards as inflationary. 

The purpose of the bill is to improve our machinery for combating 
inflation. It is not necessary to direct the committee’s attention to 
the numerous evils of inflation. It hurts the weakest element in soci- 
ety, those who are unable to fend for themselves. It distorts the 
normal motivations and directions of the economy. 

At any moment a creeping inflation, such as the one we have had 
for the last 21 months, during which we have had an increase in the 
cost of living index month after month, can develop overnight into 
a runaway inflation. Finally, the failure to have on the books ade- 
quate machinery for dealing with inflation, may affect the vigor with 
which the various branches of the Government attack the opposed 
phenomenon, recession, for fear of accentuating inflation in our econ- 
omy. For all of these reasons, I know that all Members of Congress 
are concerned about inflation now and in the future, and are anxious 
that our governmental machinery be put in the best possible position 
to deal with it. 
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Within the last couple of months the Joint Economic Committee, 
of which I have the honor to be a member, held a most interesting 
series of hearings in which panel discussions were held by some of 
the most distinguished economists in the country, and while the eco- 
nomists by no means agreed as to the cause of inflation, there seemed 
to be rather general agreement that the inflation we have been suf- 
fering from comes from both of the following two causes, although 
the distinguished experts disagreed a little among themselves as to 
how much of each cause was present at any one time. ‘Those causes 
are the obvious ones of what is called demand-pull inflation, too much 
money in circulation, too many people, such as businessmen, Govern- 
ment, consumers, wanting to spend. 

On the other hand, and interrelated with it, you have what has 
been called, for lack of a better word, cost-push inflation, by which 
we mean wage increases which cause price increases and by which 
we mean administered price increases in excess of that which is neces- 
sary, and which two causes of inflation have an interrelated effect. 

The modest bill which I have presented to your committee attempts 
to work on both types of inflation, both the demand-pull and the 
cost-push type. 

Let us first look at what it proposes with respect to demand in- 
flation. 

There, all that the bill does is to add to the existing requirements 
of the Employment Act of 1946 in which the President shall come up 
with across-the-board recommendations, the clear language that those 
recommendations should include recommendations on monetary and 
credit policy. 

Let me first address myself to a first point. 

I suppose the first question one wants to ask is this, “Is this neces- 
sary?” Does not the Employment Act, since it was put on the books 
in 1946, envisage the duty on the part of the President to include 
monetary and credit recommendations in his Economic Report? 

Many of us would have thought so, but the statements of Presi- 
dent Eisenhower, his practice under the Employment Act of 1946, 
and the reports of the administration on this bill, H. R. 12785, indi- 
eate that as the law is practically construed by the administration, 
monetary and credit recommendations are something that it thinks 
should be left to the Federal Reserve and hence are not within its 
purview. 

This has been indicated many times by the President and other 
members of the administration in a whole series of statements which 
I have set forth on pages 4 and 5 of my formal statement. In fact, 
since 1953, the Economic Report of the President has not included 
recommendations on monetary and credit policy, and in their replies 
to the request of the Government Operations Committee for com- 
ment on H. R. 12785, both Chairman Martin of the Federal Reserve 
Board and Chairman Saulnier of the Council of Economic Advisers, 
indicated that they think that this question of monetary and credit 
policies ought to be within the exclusive purview of the Federal 
Reserve System and that the President, as the guardian of the econ- 
omy. should not even be in a position to make recommendations to 
the Federal Reserve, even though the Federal Reserve is completely 
at liberty to disregard those recommendations. 
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Question No. 1 is, “Is this amendment necessary ¢” 

I think it does require an affirmative answer, which brings us to 
the next question : 

Is it desirable and does it do good things and avoid doing bad 
things, which is the question we want to know about all proposed 
legislation ? 

I, being its author and thus prejudiced in its favor, think it would 
do good things in the fight against infiation in the following ways: 

I believe that the intent of the Employment Act of 1946 was to 
center in the President the selgaatsiedity for coming forth with a 
full arsenal of recommendations to keep the economy healthy; that 
is, Maximum employment, maximum production, and maximum pur- 
chasing power, which is the Employment Act phrase for saying a 
stable dollar or stable purchasing power. 

If the area of activity in which the Federal Reserve operates, 
namely, rediscount rates, open-market policy, reserve requirements ; 
is completely removed from Presidential power to recommend and 
advise, then you have taken away an important piece of Presidential 
responsibility. More than that, it seems to me that a clear directive 
by Congress that it wants the President to include monetary and 
credit recommendations in his economic program will mean that 
necessarily the President and his economic advisers will address them- 
selves a little more sharply to just what is needed to combat inflation. 

True, part of the anti-inflationary attack must be in the realm of 
those particular powers which are lodged in the Federal Reserve Sys- 
tem. However, what many people do not realize is that the Federal 
Reserve powers are only a very limited part of the anti-inflationary 
arsenal. For example, the executive branch is full of agencies such 
as Housing and Home Finance, Farmers’ Home Administration, 
Small Business Administration, which have a great deal to do with 
credit policy. Yet, if we remove from the President’s purview the 
whole field of monetary and credit policy, we in effect allow to free- 
wheel these other agencies in the executive branch. In fact, we have 
had such freewheeling in the last couple of years, where at the same 
time that the Federal Reserve was applying what is called monetary 
stringency in seeing that credit was restricted, many of these other 
executive agencies were off on a tangent of their own, increasing the 
supply of credit, which tended to undo the work that was being done 
at that particular time by the Federal Reserve. 

Another whole category of activity which gets lost in the shuffle 
by reason of the present policy of saying that monetary and credit 
policy is not for the President, is the question of what new legislation 
may be needed. 

I am not asking this subcommittee to pass on the wisdom of con- 
trols over installment credit, let us say, but the fact is that if we are 
going to have such controls now or in the future new legislation is 
required. It seems to me that it should be the responsibility of the 
President and his Council of Economic Advisers to advise the Con- 
rress and the Nation whether such legislation is necessary and not 
just say, “This is for the Federal Reserve. We will leave it to Bill 
Martin,” because to do that violates the fundamental philosophical 
concept of the Employment Act of 1946 which centralizes responsi- 
bility in one place. 
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We have said that this amendment has things to be said for it and 
that it is desirable. We have said that if it is desirable and if it is a 
necessary amendment because the present Act, as interpreted, does not 
require recommendations, there remains to be asked the question, 
“Does it do harm?” The objection made to it by the administration 
and by the Federal Reserve and Council of Economic Advisers and 
by some of the people who have submitted comments on it to this 
subcommittee, is that we have a fine principle of an independent Fed- 
eral Reserve and they say this amendment would impair it. I am 
attacking the principle of an independent Federal Reserve in the sense 
that its members are appointed for 14 years and thus have a high 
degree of tenure and are likely to exercise their best judgment and are 
not in the position of Congressmen who run for office every 2 years, 
and so forth, and so on. 

I would in no way suggest impairing that independence. How- 
ever, as the magazine Business Week said in an editorial not so long 
ago, which I quote on page 12 of my statement: 

In Government there is an important difference between an independent re- 
sponsibility and an exclusive one. The Fed is not the only agency with the 
duty of guiding the United States economy and promoting its welfare. The 
Fed can preserve its cherished independence only as long as it realizes that 
it shares responsibility with other Government agencies and that its policies 
must harmonize with the policies of these agencies. 

This bill would simply empower the administration to say that in a 
given case we believe that the following action by the Federal Reserve 
would be sound and consistent with the overall Presidential program. 
This bill does nothing to impair the independence of the Federal Re- 
serve and to keep it from saying, “No, in our judgment we do not 
think this is sound and we are not going to do it.” 

It should be borne in mind that the administration is constantly and 
properly making recommendations in the economic report to Congress 
and even to State and local governments. Yet, no one has contended, 
I think, that this deprives Congress of its independence or State and 
local governments of their independence. 

Congress and the State and local governments may or may not 
follow the Presidential recommendations. Therefore, in my sincere 
judgment there is not really any striking at the independence of the 
Federal Reserve. It attempts, rather, to get a responsible, across-the- 
board economic program in being. 

Let me pass then to the second thing this bill attempts to do. The 
first goal of the bill was to improve the machinery of the Government 
for dealing with inflation caused by excessive demand, the classic 
kind of inflation, the kind to be countered by monetary and credit 
policy, fiscal or spending policy, and tax policy. 

Now let us look at the other type of inflation. There are economists 
who deny that there is such an animal as the second kind of wage- 
pee cost-push inflation, but it seems to me that the events of the 

ast 2 years, where you had increased prices at a time when you had 
serious unemployment in some areas, shows that there is a good deal 
to the notion that administered prices by industry and wage demands 


by unions can have an effect on the cost of living and on what we call 
inflation. 
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To deal with that, the modest suggestion made by this bill is that 
the Council of Economic Advisers be authorized and directed to 
gather statistical material from time to time and to attempt to formu- 
late standards on the inflationary effect, or lack of it, of proposed wage 
and price increases, particularly in the so-called strategic industries 
which tend to affect the entire economy. 

Armed with this information, the President could then, if he desired 
or decided it was wise, do 1 of 2 things under the existing provisions 
of the act. 

He could sit down with representatives of labor and industry in 
conference, or the Council of Economic Advisers could do so, and give 
labor and management the benefit of such standards and recommenda- 
tions as have been tentatively adopted, and hope that these admoni- 
tions would have some effect. More than that, the President would 
be empowered under this to make public a recommendation for volun- 
tary restraint by either labor, in the case of a wage increase, or indus- 
try in the case of a proposed price increase, which, in the President’s 
considered opinion, would not only be inflationary but would have a 
pronounced detrimental effect on the entire economy. 

The sanctions would be nonexistent, other than public opinion. 
However, I happen to think, possibly because I am optimistic by 
nature, that both big business and big unions take public opinion into 
their calculations, and that if public opinion were coalesced by Presi- 
dential action, it could well have a healthful effect in combating 
inflation. 

You may say, Mr. Chairman, about this point, does not the Presi- 
dent from time to time urge restraint, as it is now, upon both labor 
and management? Indeed he does. I have set forth in my formal 
statement many instances in the last 2 years where the President has 
said, “Come on, boys. Let us not raise prices and wages in such a way 
as to be inflationary.” 

The trouble is that when all that the public hears are vague, gen- 
eralized admonitions, everybody thinks the President is talking to 
somebody else. Labor says that he must be talking to industry for 
administering prices, and industry says that he must be talking to 
labor for increasing their wage demands in excess of increases in 
productivity in a given period. 

I would hope that merely adding this very general power to the 
President’s antiinflationary arsenal would at least direct the thinking 
of the Council of Economic Advisers to this problem of cost-plus 
inflation. 

I think that these two proposals have to be taken together. Without 
vigorous action on the demand side, it is like King Canute asking the 
waters to roll back to attempt to do all of your action on the cost side. 
Similarly, the events of the last 2 years have shown that action on the 
demand side may not be adequate in an economy where the units of 
production on the management side, as in the steel industry or in the 
automobile industry, and on the labor side, as in the great concentra- 
tion of power there, are very large and powerful. I firmly believe that 
you have to act on both sides. 

This bill is a modest attempt to put some teeth in the mouth of the 
Federal Government so that it can act to keep our economy where it 
ought to be, one of maximum employment, maximum production and 
maximum price stability. 
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Thank you very much, Mr. Chairman. 

Chairman Dawson. Mrs. Harden ? 

Mrs. Harpen. No questions, Mr. Chairman. 

Chairman Dawson. Mr. Fascell ? 

Mr. Fascetz. I have no questions, Mr. Chairman. 

Chairman Dawson. Mr. Brown? 

Mr. Brown. Mr. Chairman, I am very much interested in the state- 
ment made by the gentleman from Wisconsin and I think it is a very 
good statement. 

However, I am not at all certain just what anybody can do about the 
problem that confronts us, and whether this bill would accomplish the 
end he has in mind. On this question of which comes first, high prices, 
high labor, and so forth and so on, that is like the question of which 
comes first, the chicken or the egg. It has never been answered and I 
presume it never will be. 

I note that you said in your statement that the President had not 
made suggestions, I believe. 

Mr. Reuss. Recommendations. 

Mr. Brown. Recommendations. 

I notice here—I may mispronounce the name—that Mr. Saulnier, 
Chairman of the Council of Economic Advisers, states that while the 
present language of the act of 1946 does not specifically contain the 
requirements that you would like to write into the law, he does state 
that the President has discussed these matters in the economic reports 
submitted to the Congress. 

Maybe he did not make recommendations, and maybe he did not 
study those reports recently. In fact, I do not get to study them, 
usually, to be frank and honest about it. We have too much to read 
here. It may be the President made no recommendations but simply 
discussed the problems. 

Let me ask you 2 or 3 questions to see if I can get my own thinking 
straight. 

The Employment Act of 1946 we usually call the Full Employment 
Act; isthatright? Is that not the same thing? 

Mr. Reuss. Its sponsors started to call it that and then the word 
“maximum” was substituted for “full.” 

Mr. Brown. We have the same act in mind ? 

Mr. Reuss. Yes. 

Mr. Brown. Because I did not know about this hearing until this 
morning. I did not have an opportunity to do any research work. 

In your opinion, Mr. Congressman, has the so-called Employment 
Act resulted in either full employment or the prevention of ‘aflahion, 
or the prevention of recession ? 

Mr. Reuss. I think the Employment Act of 1946, Mr. Brown, has 
been an invaluable national asset and an excellent tool for seeing that 
we came out closer to maximum employment and maximum price sta- 
bility, or the avoidance of inflation, than would otherwise have been 
the case. Of course, at a time right now when there are 514 million 
unemployed, and with successive advances in the cost-of-living index 

for the last 21 months, I would not insult your intelligence by saying 
that we have achieved perfection, and lest I be thought partisan, there 
were times under the last administration when we were a long ways 
from full employment and also times when the cost-of-living index 
went up faster than we would have wanted. 
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I would say, however, having studied quite carefully the history of 
what I think is a wonderful piece of legislation and the annual and 
periodic reports under it, that the relatively good performance of our 
economy under Mr. Truman and Mr. Eisenhower in the last 10 years 
is due in large measure to the centralization of responsibility in the 
President and his Council of Economie Advisers. 

What you say, Mr. Brown, is true and if it were not true, I would 
not be here this morning. Let me say that I do not know what the 
answer is. 

This is one of the most difficult economic problems of our time. It 
is a problem, however, that we have to face and I hope, by this bill, 
to focus attention on it and to direct people’s ideas to the fact that 
inflation seems to be a two-eyed purple people eater. 

It works both on demand and cost, and I think we have to work on 
both aspects of it. 

Mr. Brown. You have answered as a clever Congressman usually 
answers a question like this. You have completely confused the issue 
and have not stated whether you believe the act has been actually 
helpful to bring about full employment, or has prevented inflation, 
or has prevented depression. 

Mr. Revss. I did not mean to be evasive. 

Mr. Brown. You say it has been a help in that direction ? 

Mr. Reuss. Most helpful. 

Mr. Brown. That act was passed in 1946. We had a great economic 
boom in this country because of the pent-up demand for goods as a 
result of the scarcities during World War II, and then that demand 
was greatly met and we were headed into quite a recession at the time 
the Korean conflict broke out, following which we had war demands 
which again brought full employment. We had a great call for 
expanded facilities, and perhaps industry expanded facilities at a 
more rapid rate in this country than demand has expanded, with the 
result we are again in somewhat of a recession. 

Let me ask you, What has been the past history of prices in connec- 
tion with recessions? Is it not true that in practically every recession 
we have had prices go up, at least for several months, or a year so so, 
after the recession started and before prices began to turn downward? 

Mr. Reuss. There will be people before the subcommittee who can 
give you a much more informative answer than I can. However, it is 
my impression that the continued upward surge of prices for the last 
21 months, most of which 21 months has been a time of decreasing 
economic activity, is unprecedented and that in 1929, for example. 
prices reacted to the depression much more rapidly than prices have 
reacted to this recession. Prices have not reacted at all. 

Mr. Brown. I am sure that if you will check all of these downward 
dips that we have had in our economy, you will find that prices in 
most such situations have actually gone up for a while after the reces- 
sion set in. 

Let me ask you this question. Do you think that the increases which 
have come in wages, and the higher pay of labor and the other 
employees since this so-called recession set in, has had anything to 
do with the increased prices that have also come? In other words, 
Mr. Congressman, I believe the automobile industry is down about 
40 percent in production, and yet the pay of automobile workers 
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actually employed has gone up under the escalator clause during the 
same time, which, in turn, certainly has some effect, either on the 
profits or upon the costs involved in the manufacture of automobiles: 
‘The same situation exists in steel. 

We had on July 1 another rather substantial wage increase, as a 
result of the labor-management contract made a year or more ago, and 
the question now is whether the American people will be compelled to 
pay higher prices for steel which, of course, is a barometer of trade, 
as we say, and will be reflected in almost every branch of American 
industry in some way. Higher steel prices bring higher prices for 
refrigerators, washing machines, and everything else. 

Would it be your idea that the President would make recommenda- 
tions, perhaps as to controls on wages and on prices, and things of that 
sort ? 

Do you think that we ought to go back to a controlled economy like 
we had in wartime ? 

Mr. Reuss. No, sir; I donot. I feel very keenly that controls in the 
sense of price controls and wage controls and rationing are most unde- 
sirable except in wartime and even there if we properly handle the 
demand side, they mz Ly not be necessary. 

Mr. Brown. There is some question as to the repercussions that come 
from such controls; is there not ? 

Mr. Reuss. That is right. 

Let me say that I honestly do not know the answer to the question 
you just put, Mr. Brown, as to whether wage increases in steel and 
automobiles have something to do with the inflationary situation 
today. 

The reason I do not know is that we, the Congress, and we, the 
American people, have not had the benefit of analysis by the one 
agency in our Government equipped to do it; namely, the Office of the 
President and the Council of Economie Advisers. 

Let me say—— 

Mr. Brown. May I interrupt there, to say that one reason we estab- 
lished this Joint Committee on the Economic Report was to keep the 
Congress informed, and to learn these things for ourselves, rather than 
to depend upon some man, who may be : appointed, down in the White 
House, and who may be a good economist or a bad economist. Prob- 
ably we cannot expect the “President to be an economic expert, so he 

takes advice from others. 

Mr. Revss. That is why we gave him the Council of Economic 
Advisers. On that, we in Congress did set up the Joint Economic 
Committee to act as a watchdog, if you please. 

Mr. Brown. Advisory group. 

Mr. Reuss. And advisory. 

I can say this since I am a very junior member of it—it has done a 
very excellent job over the years. 

However, the existence of the Joint Economic Committee does not 
mean that we should deny the administration—which under our form 
of Government has to be the focal point of economic recommending 
power—the power and the duty of making appropriate recommenda- 
tions in the first place. Thus, on the steel and automobile wage situa- 
tion which you referred to, Mr. Brown, I honestly do not know the 
answer. 
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I do not think the American public is prepared and is equipped to 

make such a Judgment without the benefit of the expert economic fact- 
finding and analysis which it seems to me, under our form of Govern- 
ment, only the administration can have. Congress can do a wonder- 
ful job, but we are not the Executive and shoulld not be. 

Mr. Brown. That brings me to the $64 question. 

Of course, as to whether or not the Congress, which has great con- 
trol over our national economy, probably more so than the President, 
should do this investigating and studying and cut its cloth accord- 
ingly, or whether the President, who is supposed to carry out and 
administer the laws of the nation, and execute them, as enacted by the 
Congress, should advise what should be done. 

The President has certain powers, but certainly the Congress has 
even greater powers in connection with the national ec onomy. 

For instance, we set up the Federal Reserve Board, as you know, 
with the thought originally that in times of boom or inflation it 
could control the flow of money, to a certain extent, and tighten 
up on credit and hold down both the boom and inflation to reasonable 
levels; while in time of depression it could lower interest rates, in- 
crease the supply of money, and take other actions which would 
stimulate business. We have done a little of the latter but we have 
not done much of the former. 

Seemingly inflation is so pleasant that when we are going along 
in a big boom not many people want to stop it. In fact some people, 
some economists, suggest we ought to have rising prices all the time, 
ata certain rate per year, perhaps at a controlled rate. 

Of course, Congress has a great deal of impact on the economy 
through the tax laws it passes, or the tax laws it fails and refuses 
to pass, I might say. We never get around to balancing the budget 
for long during boom periods, or even increasing taxes “if necessary 
to hold down the boom and inflationary spiral. Of course, then duri ing 
the depression, we cannot afford to doso. 

We had the Ways and Means Committee before the Rules Com- 
mittee the other day and I asked a question of Chairman Mills, when 
the recent tax bill was up, if we could not reduce taxes during a period 
of prosperity, and could not reduce Federal taxes during a period 
of recession, just when he thought we could reduce them? He made 
some rather frightening predictions as to future deficits and all that. 
Here we are now in a period of deficit spending and yet Congress 

appropriates more and more. 

Does that not have something to do with this inflation, and these 
high prices, and demands for high wages? 

Mr. Reuss. It certainly does. I would suggest that in the recent 
inflationary period we might well have increased taxes and not only 
balanced the budget but paid off a portion of the national debt. That 
would have been excellent. I do not want to get into substance because 
we are speaking of machinery. 

I agree with you, Mr. Brown, that the only program that will work 
is one that includes moneta ry and credit and fiscal and tax and ev ery 
other policy which may be brought to bear on it. 

I would say this about the role of the President and the role of 
Congress. The Employment Act of 1946 was a recognition by Con- 
gress that while we have all these powers, every single one of them, 
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we can change or abolish the Federal Reserve tomorrow, we can tax 
much or little, we can spend much or little—usually much—while 
we have all those powers, somewhere in the governmental structure 
there needed to be centralized in one office the duty of coming forward 
with across-the-board suggestions. We are not a parliamentary sys- 
tem, as in England, where you have a Prime Minister. 

I think the logic is good and I seek to extend the logic a bit. 

Mr. Brown. We pass these appropriation bills in Congress which 
create these deficits and help bring about inflation and high prices. 
Congress has been, for a great many years, appropriating more money 
than our tax income and creating these deficits which, of course, 
have had an effect on our national economy, and on the demand for 
higher prices. We have enacted legislation which has controlled 
credit toa great extent. It was the Congress which enacted legislation 
that took off some of the installment credit controls, you will remember, 
and let this thing run wild as it were. We have passed labor legisla- 
tion which has had a great effect on wage increases, and the ease with 
which they have been obtained in this country. We took off price 
controls—I think rightfully so, perhaps—on the sale of certain com- 
modities. 

So I want to get back to this one issue, the main thing before us, 
whether it is the President who ought to be telling us what to do, 
or whether it should be the joint committee we have established for 
studying the economic report, which should come up with suggestions 
and ideas as to how we can meet the problems which confront us and 
which I agree are great and to which I do not know the answer. 

Mr. Reuss. That is a good question and it may be we should set wp in 
our Government an enlarged, fortified, joint economic committee made 
up of a semipriestly class, if they may be found in the Senate and 
House, to bear this burden. That is not the setup or function as 
presently constituted of the Joint Economic Committee. The duty of 
the Joint Economic Committee under the 1946 statute is to evaluate, 
take a second look at the recommendations of the President. 

It would take a most sweeping change to deify the Joint Economic 
Committee. I will thoroughly agree with the gentleman that some- 
where we have to centralize this authority because 435 Congressmen 
and 96 Senators cannot come up with a coherent across-the-board eco- 
nomic program. No political scientist has suggested that we are 
fixed to do that. 

Mr. Brown. If we are to continue representative government, the 
form of government we have known, then the Congress will have to 
eventually, in the finality, contend with and decide these problems, 
rather than the Chief Executive; is that not true? 

Mr. Reuss. Yes, sir; I would say, however, that clarifying and re- 
defining, as this bill would do, the recommending power and duty of 
the Executive would in and of itself give the Joint Economic Com- 
mittee of Congress a wider conspectus, a broader set of duties. They 
would then not have these little fragmented recommendations to look 
at but a broad program. 

Mr. Brown. This brings me back to that single question in my mind 
as to whether or not we should place this responsibility of recom- 
mending and suggesting economic activities upon the shoulders of the 
President, or whether we should assume that responsibility for our- 
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selves, inasmuch as in the finality we have to take the legislative actions 
necessary to meet the situation. 

One more question and I am through. You have been very kind. 
Do you know of any two economists in the country who absolutely 
agree on all points on what ought to be done to meet inflation, depres- 
sion, control of credits or what have you? 

Mr. Revss. No, sir; I do not, although I have had an unparalleled 
opportunity in sitting with the Joint Economic Committee this spring 
listening to 47, I believe, of the Nation’s most respected and leading 
economists, many of them, discuss just this point, the relationship of 
employment and price stability. 

My bill in a sense is a synthesis of what they were saying. Some said 
it is all demand, some said it is very largely labor and management 
raising wages and administering prices. 

I think perhaps the majority say it is both, one acting on the other. 

Mr. Brown. You get all sorts of views? 

Mr. Reuss. We get all sorts of views and all we can do in Congress 
is try to evolve machinery which comes to grips with the common 
denominator of it all. There is one thread running through what all 
the pundits say, which is that price stability is a goal worth pursuing. 

Mr. Brown. You do not have to be an economist to appreciate that 
or to say it. A great many Americans are saying that on yellow 
scratch paper, in letters that come to me. Some of the spelling is not 
perfect. We have the same messages on engraved stationery. Every- 
body wants to reach the goal but the question is how to get there. 
You will agree there has been a great difference of opinion between 
economists ¢ 

Mr. Reuss. Yes. 

Mr. Brown. That is all. 

Mr. Fascetx. Mr. Reuss, do you believe that without any legislation 
there is a responsibility upon the Chief Executive to make recommen- 
dations with respect to the national economy ? 

Mr. Reuss. Yes; I certainly do, including the power and duty to 
make recommendations concerning monetary and credit policy; and 
having said that, if you come back and say, why the first part of your 
bill, Congressman Reuss, I would say that that construction has not 
been agreed to by the administration. They seem to think this is not 
included. 

Of course the second part of this bill, namely the duty of producing 
a wage-price policy, is one that is not clearly on them. 

Mr. Fasceti. Would you agree Congress has recognized there is 
a responsibility in the President by virtue of the fact it has passed 
an act which requires the making of recommendations ? 

Mr. Reuss. I think that is the exact point. 

Mr. Fasceti. Do you not think it 1s a moot question to discuss the 
fact that Congress should have the sole responsibility with respect to 
the national economy ? 

Mr. Reuss. That is what I was trying to say to Mr. Brown, that 
we have decided we want to vest in one important person, the Presi- 
dent, the duty of recommending to the Congress, to the Federal Re- 
serve, State, and local governments, to business and management, 
sound policies. While it is conceivable we could adopt in this country 
something like the British parliamentary system and have a com- 
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mittee of Congress adopt an essentially executive function—while 
much could be said for that, I do not think this is a serious likelihood. 
oe to deal within the framework and the President must carry 
the ball. 

Mr. Fascetn. Would you not agree the No. 1 domestic issue is the 
national economy ¢ 

Mr. Reuss. I agree. 

Mr. Fascetu. Santee not think the President should treat that as 
he does other domestic issues and make recommendations to Congress 
or anybody else he feels is justified in the national interest ? 

Mr. Reuss. I completely agree. 

Mr. Fascetyt. Do you think it is wrong for Congress to spell out 
in an act the guidelines by which they think the President ought to 
make these recommendations ? 

Mr. Reuss. Not only do I think that is not wrong, but I think in 
our complex Government, dealing with these tremendously intricate 
problems, we have to rather clearly define the duties of the various 
members of the team. Otherwise, the American public loses sight 
of the game. To continue the sporting metaphor, Americans can 
enjoy a baseball game because they know what the various players 
do and what the umpire is supposed to do. Sometimes they do not 
enjoy seeing their Government in operation because they do not know 
who does what. This bill seeks in a very modest way to clarify that. 

Mr. Fascetu. I think that is all the questions I have at this time. 

Mr. Brown. I have one further question. To keep the record 
straight, is it not a fact the President has made a great many recom- 
mendations to Congress on matters that deal with our economic well- 
being, some of which recommendations have been put into effect by 
Congress and some of which have been rejected; is that not correct ? 

Mr. Reuss. Yes, it certainly is. This bill seeks to close a loophole. 
On monetary and fiscal policy he has not made recommendations 
since 1953. I believe he should. However, it is perfectly correct that 
he has sent up economic reports since then which contain many admi- 
rable provisions and many or most of them have been followed and 
I think we are better off for following them. 

Mr. Brown. Whether you interpret his recommendations on budget 
and spending and on taxes as monetary or fiscal policies——— 

Mr. Reuss. I do not. Those are tax and spending policies and of 
course he had had plently of those. 

Mr. Brown. They have a great deal to do with our fiscal and mone- 
tary situation ? 

Mr. Reuss. They certainly do. 

Chairman Dawson. Thank you very much, Mr. Reuss. Our next 
witness will be the Honorable Leon H. Keyserling, former Chairman 
of the Council of Economic Advisers. 


STATEMENT OF LEON H. KEYSERLING. FORMER CHAIRMAN, 
COUNCIL OF ECONOMIC ADVISERS 


Mr. Keysrertine. Mr. Chairman, I want to begin by saying that I 
agree with this bill and I am appearing in support of it. I believe 
this is a desirable and highly timely measure. But I would not be 
frank with the committee if I did not also say I believe each and all 
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of the clarifications contained in this bill are explicitly the responsi- 
bility of the President and the Council of Economic Advisers now. 

The Employment Act of 1946 did a very wise thing when it recog- 
nized that the President of the United States is a broad and responsi- 
ble official charged with the greatest responsibilities in the world and 
that he has to be granted under the Constitution, in a matter of this 
kind, broad and flexible powers in order that he may define what 
specific actions or recommendations fall within the scope of his general 
responsibility. 

To state it in the simplest way, I want to have a due respect for the 
opinions of others, but I cannot conceive of a President or anybody 
else formulating a broad economic program under the Employment 
Act of 1946 and leaving out monetary policy, because if the Federal 
Reserve Board is correct—and I think they are substantially correct— 
m saying that monetary policy has been and still is one of the most 
important of all national economic policies, certainly the Congress 
could not have intended that the economic reports of the President 
should include everything except the most important. 

Therefore, I think this power is included in the current act. None- 
theless, I see nothing wrong with the Congress reiterating from time 
to time and clarifying a point of responsibility if it is clear on the 
facts that that responsibility has not been exercised and if the Presi- 
dent indicates a disagreement with the Congress as to whether this 
responsibility exists. 

I want to suggest in that connection a slight clarification of the 
language here. This language says a review of the economic program, 
including monetary and credit policies of the Federal Government. 

Is the Federal Reserve System a part of the Federal Government, 
or is it not? Iam not going to debate that point. But if it isa part 
of the Federal Government, then clear ly the President’s responsibility 
is contained in the current act. If it is not a part of the Federal 
Government, then the proposed bill would fail in its purpose of clari- 
fication despite the language beginning | with section 9, “a program 
including monetary and credit policies.” Therefore, I suggest that 
the parenthetical phrase ° ‘including monetary and credit policies” be 
placed on line 5, after “Federal Government” and read as follows, 
“a review of the economic programs of the Federal Government and 
of the Federal Reserve System.” 

Now if you do not want to dare to challenge that powerful instru- 
mentality by referring to it specifically, you “might say in the alter- 
native, “a review of the economic programs of the Federal Govern- 
ment and of other public agencies whose monetary and credit policies 
are of nationwide significance.” 

It seems to me we have to fish or cut bait. Either the Federal 
Reserve System is or is not a part of the Federal Government. If it 
is, the President is clearly derelict in leaving it out. If it is not, 
and you want to accomplish this purpose, I think it should so be 
stated. 

Chairman Dawson. What is your private opinion about the Federal 

Reserve ? 

Mr. Krysrruinc. My private opinion is the Federal Reserve System 
has gotten away with murder in the last few years, and neither 
industry nor logic nor the public interest will justify the degree of 
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independence on the part of the Federal Reserve System which has 
been asserted in the last few years. 

The basic argument—I am answering this question only because 
the chairman of the committee asked it, I do not believe it relates to 
this bill—but since the chairman asked the question, it seems to me 
that the basic argument for a so-called independent Federal Reserve 
System is that it should be nonpolitical. 

Well, by that same line of argument, we should set up a group of 
bankers and businessmen and economists operating out of an open 
market committee or some similar agency in the city of New York to 
determine the executive phases of tax policy. Certainly we want tax 
policy to be as nonpolitical as monetary policy. Therefore, I think in 
the modern world in which we live, and the kind of economy in which 
we live, that the monetary policy which is exerted under an act of 
Congress, which is exerted on a nationwide basis, and which is exerted 
through what is in effect a virtual banking monopoly established by 
the Congress, operating under congressional principles, should be 
subject to the same degree of relationship to the Executive as tax 
policy, or, in time of war, price and wage policy. 

This new crusade for the “independence” of the Federal Reserve 
System came up primarily during wartime. I said at the time: The 
Government, under a price and wage program, is determining what 
price every businessman should charge, what wage every worker should 
receive, or substantially that. Certainly that should be nonpolitical. 
But would we set up a committee composed of the presidents of our 
various large unions and presidents of our large business companies 
with some economists, let them operate out of Philadelphia, and let 
them determine price and wage controls? 

I see nothing to be apologized for in the only man who is elected to 
represent the people of the United States as a whole having primary 
initiating policy, recommending responsibility for primary cognate 
areas of national economic policy; and I think the monetary program 
involves this. 

In any event, even if some will not agree with me in substance on this, 
TI agree entirely with the argument of the introducer of this measure 
that it does not give the President power to determine monetary policy. 
The President is charged under the act with responsibility of evalu- 
ating private policy. It would be incongruous if he should evaluate 

rivate economic policies and not evaluate the vast nationwide bank- 
ing, fiscal, and monetary policies. 

Coming to prices onl Wane. I think the proposed bill is also a desir- 
able thing in a broad way. I do not think that economists or public 
officials or Government agencies have made much progress yet in ana- 
lyzing the new problem of inflation in our modern economy and of the 
relationship of prices and wages to it. 

Just to take one example of that, some of the questioning here indi- 
cates that inflation occurs because our economy is racing too fast. I 
think the kind of inflation we have had over the last few years has 
occurred because our economy was going too slow. I will take a simple 
analogy. An automobile burns a certain amount of gas per mile. 
If it goes too fast, it burns more gas per mile. If it goes too slow, 
it burns more gas per mile. There is an optimum speed. 
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An excessively slowly growing economy increases costs and causes 
productivity to fall below the rate of wage increases, it causes operat- 
ing costs of plants which are operating too slowly to rise. I take that 
example because it calls for a profound reexamination of our whole 
analysis of the subject of inflation. I think, since this bill is directed 
toward that that it isa good idea. 

Technically, here on line 12 of page 3, the bill reads— 
to collect information concerning and make studies of such proposed price and 
wage increases. 

As I read that, it says the two must go together. It embodies an 
implicit philosophy that the two should move at the same speed, that 
if you have price increases you have had wage increases; if you have 
had wage increases, you must have price increases. Yet if we analyze 
a moment, we know that this is not so. The commonly accepted for- 
mula by economists is that wage increases should take place only when 
they do not necessitate price increases, that is, when they are based 
on productivity gains. While it is irrelevant to the bill, I have ideas 
as to whether the recent agitation about price increases being caused 
by wage increases is correct or not. I am setting that aside because 
it is not germane to the bill. I say the language “such proposed price 
and wage increases” would write into legislation a childeophty of price 
and wage increases which may be right at times, wrong at other times, 
in part right at all times and in part wrong at all times. 

Furthermore, administratively, under the language “such proposed 
price and wage increases,” suppose you had a wage increase without 
a price increase. Could the President investigate the wage increase 
before the price increase occurred? I am sure the intent was he 
should, but it would not appear to be so under this language. Sup- 

ose you had a price increase without a wage increase. Should the 
Presitent investigate that? I suggest that language read— 
to collect information concerning and make studies of such proposed price and/or 
wage increases and/or other cost increases— 
which would not commit the Congress or the President either to my 
philosophy of price and wage increases or to some competing phil- 
osophy, but merely would leave it open for the President to study : 
price increase when it is overhanging a wage increase, when it is 
overhanging some other cost increase, when it is overhanging—for 
example, some of us think an increase in money rates and increase in 
interest rates is inflationary rather than anti-inflationary under certain 
circumstances because it adds to business costs. I am not arguing 
when it is or is not, but that is another kind of cost that affects the 
national economy and may be inflationary. 

I would make this language general so as not to commit the com- 
mittee or the Congress to a particular theory of price or wage increase. 

Secondly, I think the shortcoming in section 6 is that it gets the 
President and the executive branch of the Government and the joint 
committee and the Congress as well into an examination only of par- 
particularistic individual situations. I would assume this would take 
place only when they were large enough in scope to be important, but 
it does not require either the President or Congress to look at the 
general situation. If we say prices and wages importantly affect the 
economy, why should not the President and the Economic Council 
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and the Joint Economic Committee study the general question of prices 
and wages and try to set that within the framework and perspective 
of the whole economy, just as they study the general subject of tax- 
ation or general subject of monetary policy ? 

Therefore, I would suggest a paragraph 7, following 6: 

To collect information concerning and make studies of general price, wage, 
and other cost trends as affecting employment, production, and purchasing power 


and to incorporate analysis and recommendations relating thereto in his 
analysis— 


that is, the President’s analysis— 


and recommendations relating to needed levels of employment, production, and 
purchasing power. 

One of the things we have learned from experience, Mr. Chairman 
and members of the committee, is that the Government has usually 
gotten into this situation as a referee, and a referee is never popular. 
During wartime, the Government got into the situation of dealing with 
prices and wages in particularistic situations where tempers were al- 
ready so excited, when lines of position had already been taken, and 
where you were in effect trying to do by persuasion what it is even very 
hard to do by law. If the Government is going to get into this thing 
at all—and I think it should—it should get in at a stage where it may 
be educational and have persuasive influence, where it may gradually 
bring industry and labor to a better recognition of how their actions 
affect the whole economy. It can do this more effectively if it deals 
with general question before it deals with highly emotional, excited, 
semi-fait-accompli, because when a union declares an intent to ask for 
wage increase that is a semi-fait-accompli. It is not as accomplished 
as when they have gotten the wage increase but it has publicized its 
position; it has told its members what it is going to accomplish for 
them. 

Similarly, with respect to prices. If the Government is to get in 
something, it should not get in only after there is that kind of trouble. 

I would suggest this general provision with respect to prices and 
wages so that the Council and President and Congress study this price- 
wage question on a broader front than in the role of an uninvited and 
unpopular or If it does that, it would be better armed to apply 
this general education to the specific circumstances which arise in a 
nationwide automobile problem or a nationwide steel problem. Thank 
you very much, Mr. Chairman. 

Chairman Dawson. Are there any questions? 

Mr. Brown. The only question I have in my mind is this. Is it not 
a fact that the President several months ago made a public appeal to 
both industry and labor to hold down prices and wages, and is it not 
a fact that practically nothing came therefrom ? 

Mr. Keryseruine. Without being flippant and without comparing 
the patriotic labor and farm and business groups in our economy to 
others, because they are patriotic and well meaning, the President has 
made appeals to the Russians. The President makes appeals of all 
kinds. I have never believed in a democracy you can criticize an 
appeal just because everybody at once does not listen to it. 

Mr. Brown. I am not criticizing the appeal, and we are not dis- 
cussing Russians in this legislation. We are discussing the recom- 
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mendations made in this legislation and the ideas and suggestions 
made in it. 

Again I want to ask you—and I would like to get a direct answer 
if I may—is it not a fact the President did appeal to both labor and 
to management or industry to hold the line and to not ask for wage 
increases or not to ask for price increases during this period of so- 
called recession ? 

Mr. Keryseriine. Of course, it is a fact that he did make that appeal. 

Mr. Brown. That is right. Now, next, what else could he do, what 
power did he have to enforce that request ¢ 

Mr. Keysertine. He had no power to enforce it except the indirect 
power contained much more gradually in other types of economic 
policies which have a bearing on prices and wages. 

Mr. Brown. If he wanted to freeze pee and wages, the Congress 
would have to enact the law to do so; is that not right ? 

Mr. Keyseriinea. That is correct. 

Mr. Brown. The President could not do it by Executive order 
except—and you would remember it—he may still have such power 
under the emergency powers granted him during wartime, if war is 
declared. For a certain period of time he can freeze all prices and 
wages, I think it is 90 or 100 days, until Congress has the opportunity 
to act. 

Let me ask you this question, Mr. Keyserling. First, may I say I 
agree with you that wage increases should be based primarily on pro- 
ductivity, with a fair share of the gain made going, not only to Labor, 
but also to ownership and to the consuming public, so that no one 
group should get all the benefits of the increasing productivity. 

The President has made some recommendations to the country and 
to the Congress, but they have not been put into effect. What recom- 
mendations were made after passage of this act by President Truman ? 
Do you recall ? 

Mr. Krysertrna. President Truman from time to time engaged in 
the same kind of vague exhortations on prices and wages that Presi- 
dent Eisenhower has engaged in, and President Truman was equally 
subject to the criticism that this was just jawbone economics and did 
not do any good. I never agreed with that criticism in the time of 
President Truman, and I do not agree with it in the time of President 
Eisenhower, because I think the President of the United States has 
an educational function as well as imperative function. 

Mr. Brown. Did he make recommendations to Congress as sug- 
gest he had the authority to do so under the present act ? 

Mr. Krysertine. Of course, President Truman was President for a 
considerable period of time during wartime, and during wartime he 
asked for and obtained specific price and wage controls. He did not 
ask for this amendment. 

Mr. Brown. Did he make other recommendations after or before 
the war? In other words, in 1948 and 1949 we had quite a little prob- 
lem, and in 1950 and 1951 economically. We had a recession then, do 
you recall ? 

Mr. Keyseruina. President Truman, as I recall, asked for selective 
standby price and wage controls in 1948. But as you have said, Mr. 
Congressman, the period between President Truman’s administration 
from 1945 to 1953 broke into three periods, period of World War II, 
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period of Korean war, and period in between the two which as you 
have said was for the most part a period of demobilization with ac- 
cumulated demands, et cetera, so while it was not a war period it was a 
period flowing from war. I am not attempting here to approve or 
disapprove of those recommendations because I think 

Mr. Brown. We did have of course a recession during the year or so 
before we got into the Korean war, is that not true? Some financial 
and economic trouble ? 

Mr. Keryseruina. There was some difference of legitimate opinion. 
Some people feel there were definite signs of recovery in 1950 before 
the Korean war. Others feel those were ambiguous and uncertain. It 
was rather similar to the situation that exists now. There was an up- 
turn. How firm it was, how far it would have projected in the absence 
of the Korean war, nobody knows. 

Mr. Brown. There was a downturn, as we have had now, and an 
upturn as we seem to have now. 

Mr. Keyseruine. I think the whole history as long as we can recall, 
but certainly the whole history since World War II, seems to me to 
indicate as a reason for this bill that we still need to make further im- 
provements in our economic policies at all levels. A small recession 
is not as bad as a big recession. But it is not as good as not having one. 
I do not think it has curative effects. I think we get over it simply 
because we are strong enough to get over it, just as we get over a cold 
because we are strong enough to get over it. I do not like the idea 
that the cold helps us not to get pneumonia. 

Mr. Brown. As an economist, you would feel natural laws compel 
adjustment in the economy ¢ 

Mr. Keysreruine. For the purposes of discussion, I would say that 
we rely largely, and should continue to rely largely, on forces outside 
of Government, and some people call those forces natural law. 

Mr. Brown. Let us say natural forces. You would agree labor 
is a great element, agriculture is another, industry is another, finance 
and money and capital investment is another ? 

Mr. Keyseriing. I agree with the drift of what you are saying, 
and, therefore, do not want to quibble about it. I do not think the 
action of the United States Steel Co. on prices or action of the United 
Steelworkers on wages is exactly natural law. I think we have built 
into our economy a vast and highly organized and coordinated set 
of private economic forces, which act consciously and deliberately 
and powerfully in regard to what they think are their interests, or 
they may think are the interests of the national economy. I think 
the effort of the Federal Government to deal with these new kinds 
of forces in our economy must strike some middle ground between 
price and wage control in peacetime, which I do not favor, and an 
absolutely let-them-alone policy which would be embodied in simply 
saying the Government is going to impose taxes and regulate the 
money supply but the Government is going to pay no attention what- 
soever to these other forces. 

Mr. Brown. As I understand it, you do not believe in a controlled 
market. You believe in the free-enterprise system ¢ 

Mr. Kryserurinea. I believe in the free-enterprise system as we have 
now—sometimes it is not very free, sometimes not very enterprising— 
but such as we have I believe in it with further improvements. 
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Mr. Brown. That is your view as an economist and not as a business- 
man. In other words, I have been in business for a good many years 
and I also know a great many economists. You and I have debated 
some of these issues in the past very pleasantly. Sometimes the view- 
point of the individual is based upon what his experience has been and 
his actual knowledge of certain things or certain fields. When you 
meet payrolls for a while you become quite practical minded at times. 
You leave the theoretical field pretty well behind and get into the 
practical field as to how you are going to meet that payroll. I think 
the average businessman, and I believe the average labor leader, in 
this country wants to do what is right, but there are economic forces 
at play always, competition, this, that, and the other thing, that 
affects the situation and changes conditions. 

I am just wondering how far you think we ought to go toward 
having a controlled economy. 

Mr. Krysertine. I think, Congressman, despite what you have said 
about our pleasant debates, we are in substantial agreement. I would 
answer it in two parts. First of all, under our free-enterprise system 
we ought to allow, I would not say allow, I say not take away from 
the businessman and the corporation, the labor union leader, and the 
mass of working people, organized or unorganized, we should not take 
away from them our general concept of the free operation of their 
forces subject to free decision. I would say that very firmly. 

Of course it is a matter of degree, which brings me to the second 
oint. It is a matter of degree because all government and all law is 
ased upon power. Justice Holmes said all law is based upon power, 

and all law seeks in some way to modify what the businessman or the 
labor leader or the private citizen would do if the law did not exist. 
Otherwise the law would be an act of supererogation. When we enact 
any kind of legislation, it seeks in some way to change what the busi- 
nessman or labor leader or private citizen or farmer would do if 
there were no law. So it becomes a matter of degree how far we want 
to go in our free system. 

I think this bill represents a wise compromise. I do not think it 
implies, and I do not think it has as its logical end, the imposition 
of price or wage controls. I think it ree says leadership—and I 
agree it should be congressional as well as Executive—that leadership 
can exercise an important economic function of an educational char- 
acter in bringing into its economic analysis and into its policy con- 
siderations all of the big things that are relevant, and that if price 
trends and wage trends are relevant they ought to be brought into the 
analysis just as taxation is brought into the analysis. 

I make a sharp distinction between the analysis or educational func- 
tion and the imperative or legislative function. I do not think the 
President should recommend or the Congress should enact legislation 
freezing prices, but I do think the President’s Economic Reports 
and reports of the Joint Economic Committee and considerations of 
the Congress should include a consideration of price economics just 
the same as they include a consideration of tax economics, and that 
is my understanding of the purpose of this bill. 

Mr. Brown. In other words, as you understand this bill, about all 
it actually means would be to give some information and perhaps some 
ena, but it would have no strength or sinew behind it; is that 
right ? 
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Mr. Keyseruine. Yes; they would have strength and sinew in this 
way—— 

Mr. Brown. Public opinion and the power of public opinion. 

Mr. Keysertine. I think that is important, but they would also 
provide a better guide to the imperative policies of Government. In 
other words, if these analyses were more comprehensive and more inte- 
grated and, therefore, I should say wiser, they would provide a better 
guide to tax policy, a better guide to monetary policy, and a better 

ide to the credit policy of the Government. I think the chief 

nefit which the President and the Council and the Joint Economic 
Committee and the country would derive from this would be in the 
improved execution of their own policies. 

Mr. Brown. I think I follow you again, and I think you have made 
a good argument from your viewpoint. Of course, I do not go to 
church as often as I should, and perhaps some of the rest of us here 
do not. I know our minister often tells us what we ought to do, and 
some of us know that we ought to do it, but sometimes it is just 
human frailty to wander away from that. 

If this legislation only gives advice, there is no way to put it into 
effect except through the thing which I mentioned a while ago— 
leah —swhilah is force, and if we get into that situation in this country, 
then how long will it be until we have a completely controlled econ- 
omy? I agree with you that information does not hurt, but the pleas 
of various Presidents have gone unanswered; the pleas of congres- 
sional committees and recommendations made as a result of hearings 
held here on Capitol Hill throughout the years, have often gone un- 
answered, because the human race is simply human, so I am wonder- 
ing, actually, how much benefit we can get from this bill other than 
what we get now. 

The President makes all sorts of statements and recommendations 
to the public, and to the Congress, on almost everything that would 
be covered by this bill, but I am wondering whether he has the power 
to do anything else. 

Some of his own representatives, and economists, and economic 
advisers say that he does make those recommendations on such matters 
now, and expresses his views, and others say that he does not. So, 
I am wondering just what we can compel by the enactment of this 
law that we do not have now. 

Mr. Keyseruine. As to the first half of the bill dealing with mone- 
tary policy, my understanding is that the President and his advisers 
do not say they are doing it now, according to the testimony of the 
proponent of the bill, which I think is correct. 

r. Brown. His testimony was contrary. I read to him the other 
section contrary to the statement of Mr. Saulnier. They call it here 
“discussions concerning monetary and credit policies.” That is the 
same situation where I think you might use the word “recommenda- 
tions” instead of “discussions.” If I discuss an economic or monetary 
policy, I am expressing my views on it. 

Mr. Keryseruine. I would say that I think what the President has 
done in recent months, putting aside what was done earlier, is one 
of the best examples that this so-called talk does some good. Nobody 
can go around the country with a divining rod and measure exactly 
what happened to prices and wages as against what would have hap- 
pened otherwise. 

29823—58——8 
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Some might say they are determined entirely by the play of economic 
forces. My own belief is that the President’s statements have rein- 
forced a growing body of economic understanding which has had 
some salutary effect. I think that probably the price and wage be- 
havior has been better than it would have been otherwise in this 
situation. Certainly, if one takes a longer period of time, going back 
10, 15, 20, or 30 years, I think the improvements in our economic 
system which have made it more stable than it used to be have been 
not only in the field of Government policies, but also in the field of 
private business behavior and in the field of labor union behavior, 
and I think this has all been the gradual accretion of economic under- 
standing to the behavior patterns of these two groups, and I think 
that work should be continued because it is important in a free system. 

Mr. Brown. I am just wondering how much we can do through law, 
and how much we can do through the natural forces of economics. 
That is all, Mr. Chairman. 

Mr. Fascety. Mr. Keyserling, as I understand it the present Chair- 
man of the Council of Economie Advisers says that the present situa- 
tion does not preclude the President making such statements; that 
is, if he so desires, but the fact is he may or may not, and the law would 
provide that he should. 

Do you not think that is quite a difference ? 

Mr. Keysertrne. I think that no fault can be found with the Con- 
gress reiterating by statute what it believes the Executive now has 
the obligation to do, if he is not doing it. 

Of course, under our constitutional system the Congress cannot 
actually have a specific-performance order issued against anything 
that the President does. 

Mr. Fascetx. Of course not. 

Mr. Kerysertine. That is our constitutional system, but I think there 
is a value in reiterating the desirable purposes for purposes of clari- 
fication or emphasis. 

Mr. Fasceti. Obviously the President and the Chairman of the 
Council think so too, because he has indicated in his own statement 
that it has been done on occasion. 

Let me ask you whether or not you would recommend your second 
suggested amendment as a substitute for what the present bill is so 
that rather than recommending any study in the specific cases even 
though there might be a national import, that the study would be 
limited strictly to the general policy ? 

Mr. Keyseruine. No, sir; 1 have not come here, in all earnestness, 
to differ with the proponent of the measure. I have come here to sup- 
port the measure. I think that you need a composite. I think that 
the general without the specific becomes rather arid, and I think the 
specific without the general puts the Government too much in the 
role of a busybody or a fire department coming out at the last moment. 
I think the two can be used in wise conjunction. If I had to choose 
between the two, I think it far more important for the Economic 
Reports of the President to continue and more fully develop a better 
integrated general economics of prices and wages, integrated with 
needed levels of employment, production, and purchasing power. I 
think it more important for the Government to do that than to get 
into specific situations. So that would be my choice, and it might 
provide the basis of compromise. 
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Mr. Fascett. In any discussion about our system it seems to me it 
would be necessary to limit or define exactly what we are talking 
about. Therefore, what I would like to have from you is your defi- 
nition or idea of a free enterprise system as it exists today as against a 
theoretical free enterprise system. 

Mr. Keysertrne. 1 do not think that you can define a free enterprise 
system in an hour or in a year, any more than you can define a religion 
in an hour or a year—suppose somebody said to you “What is 
America?” 

Mr. Brown. Perhaps, a little religion would not do this committee 
any harm. 

r. Fascety. I can appreciate the magnitude of the idea, but still 
you use the words of— 
built-in private factors into our economic system, which have—I believe you 
said—free decisions. 

Mr. Keyseruine. Well, I would attempt to define it two ways, but 
I want to repeat that I do not believe you can define socialism or free 
enterprise or any other system quickly and comprehensively. 

In a general way I would say first—and this is a rather unusual 
definition, but nonetheless I think it has meaning: I think a free enter- 
prise system is the totality of what we have in the United States, as 
distinguished from what they have in the countries that we call the 
totalitarian countries or other countries that call themselves democratic 
socialist countries. Our free enterprise system is something different 
from totalitarianism and is something different from democratic social- 
ism, because it contains a mixture which relies predominantly or very 
largely upon private and individual initiative whether performed by 
individuals or performed by groups as distinguished from what we 
call the exercise of public power. 

Mr. Fascetu. I think that clarifies it somewhat, but I would like to 
get your ideas on the differences between a controlled and an uncon- 
trolled economy. The reason I ask that is very obvious. We keep 
hearing conversations about a controlled economy, and I would like to 
know to what extent in a totality it is. Does it not depend upon the 
individual making the statement ! 

Mr. KeyseEriineG. In general, but not entirely. In part, it depends 
upon the individual biases or upon the individual primary interests. 
Just as somebody said not too long ago, a recession is when somebody 
else is employed, and a depression is when you are unemployed. Of 
course, the individual biases enter into it, but I do not think that it is 
entirely a subjective matter of individual bias. I would say again 
that a controlled economy represents the general contours, let us say, 
of the Russian economy or the Chinese economy, or there is some 
thought in some quarters that some of the so-called democrat socialist 
economies are more controlled than we are. 

Mr. Fascetu. Is a controlled economy the same thing as an economy 
dictated by power ? 

Mr. Keysertina. Well, I think all human affairs of a material kind 
are in the final analysis determined by power and power is the source of 
our law and all corporate action is the exercise of power and all con- 
sumer buying is the exercise of power. 

Mr. Fascety. That leads to the question as to whether or not under 
our system of government of free enterprise as compared against the 
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totality enterprise in other governments could we have a controlled 
econom which would still be free enterprise ? 

Mr. Keyserrine. We could otha not have a thoroughly con- 
trolled economy, and still be free enterprise. I want to be perfectly 
categoric about that. 

Mr. Fascexu. If it were different from everybody else’s and self- 
imposed, would it still be free? 

r. Keyseriine. That is, of course, a matter of degree. We have 
always had a controlled economy in some respects. Taxation is one 
of the most powerful kinds of economic control. The general line 
that is drawn, I think, between—and I do not think you ean define 
it—what we mean by free economy and what others mean by a con- 
trolled economy is twofold: First, that most of the basic instruments 
of production are in private hands. In other words, we do not have 
and we do not believe and I do not believe in Government ownership, 
management, and direction of the basic instruments of production. 
Of course, there are exceptions which illustrate the fact that the whole 
thing is a matter of degree. 

Secondly, we generally have fallen into the habit of calling a con- 
trolled economy an economy of a kind which resorts to the direct con- 
trols. I would say that our wartime economy at the peak of World 
War II was not a controlled economy in the sense that we say we do 
not want a controlled economy. Yet it was an economy with much 
rey controls than in peacetime. And yet, we certainly remained 

ree. 

So, it is all a matter of degree. I do not see how it can be otherwise. 

Mr. Fascetz. And as long as it is, then it would be very, very vital 
and important for the Chief Executive of this country to exercise 
whatever information may be available to him to ascribe the force 
and direction that our national economy should take, do you not 
agree ¢ 

aay: Kerysertine. Within the bounds set by the Congress. 

Mr. Fascetu. Those are all the questions I have, Mr. Chairman. 

Chairman Dawson. Mr. Reuss, do you have any questions? 

Mr. Reuss. No, thank you, Mr. Chairman. 

Chairman Dawson. Thank you very much, Mr. Keyserling. 

Mr. Krysertinc, Thank you very much, sir. 

Chairman Dawson. The next witness we will hear is Dr. Edwin G. 
Nourse, a noted economist and also former Chairman of the Economic 
Council. 

Mr. Brown. I think you were the first chairman; were you not? 

Dr. Nourse. Yes, sir; I had the task of initiating that undertaking 
in the Executive Office of the President. 


STATEMENT OF EDWIN G. NOURSE, CONSULTING ECONOMIST, AND 
FORMER CHAIRMAN OF THE COUNCIL OF ECONOMIC ADVISERS 


Dr. Nourse. I will be quite brief in my comments. The issues have 
been laid out quite fully here, and I think discussed with a good deal 
of enlightenment. 

I want to preface my remarks and comments on this bill by observ- 
ing that Representative Reuss, as a member of the Joint Economic 
Committee, was a very faithful attendant, and keen participant in the 








n- 
tly 


ive 
ne 
ine 
ine 
on- 
nts 
ive 


ip, 
ole 


on- 
on- 
rid 


uch 
ned 


ise. 
ital 
cise 
rce 
not 


1 G. 


mic 


10t ? 
cing 


ND 
iS 


1ave 
deal 


erv- 
ymic 
| the 


AMENDING THE EMPLOYMENT ACT OF 1946 33 


recent hearings on the relationship of prices to economic stability and 
growth held by that committee. 

This is the most searching examination that has thus far been 
made of the meaning of the Employment Act of 1946, and the prac- 
tical interpretation of that act. So, I would have to differ somewhat 
from Mr. Keyserling’s statement that the wage and price area had 
not been examined whereas, the Joint Economic Committee had gone 
into fiscal and monetary policies and various other things. You may 
say its current price study is somewhat belated, but there were germs 
of such a study in earlier work of the Committee. This study which 
Mr. Reuss himself referred to, clearly revealed the nature of the 
dilemma of full employment versus inflation. 

The bill now odors your committee gives clear evidence, I think, 
of Mr. Reuss’ ponderings on the meaning of testimony brought out at 
those hearings. His proposed amendments of the Employment Act 
are aimed at two specific sources of inflationary danger—soft credit 
and wage-price spiraling. Inasmuch as I have myself for some years 
been consistently outspoken about the danger of inflation due to mis- 
interpretation of the Employment Act, I find myself heartily in agree- 
ment with the avowed purpose of this bill. But when I come to con- 
sider the modus operandi of the proposed amendments, my reaction 
becomes adverse. I do not believe they contain promise of securing 
better policy leadership from the executive branch toward the end 
of national stability and growth. At the same time I fear that open- 
ing the act for amendment at this time would lead to ex parte attacks 
on some of its fundamental features and might end in discrediting its 
basic purpose or weakening its operation. 

The Reuss amendments would make only two additions to the pres- 
ent text of the Employment Act. One calls for insertion of the 
clause “including monetary and credit policies” at four places in the 
specifications laid down as to the scope and character of the Economic 
Report of the President and the duties of the Council of Economic 
Advisers. This clause seems to me to be entirely superfluous, inas- 
much as no state paper on the situation and needs of the economy and 
no study program by professional advisory staff such as the Council 
could conceivably fail to deal with monetary and credit policies. (I 
think this is practically a paraphrase of what the preceding witness 
said. Mr. Keyserling “could not conceive of a President or anyone 
else formulating a broad economic program under the Employment 
Act of 1946 and leaving out monetary policy.”) 

Every economic report since January 1947 has dealt with these 
policies and most, if not all of them, have warned of the dangers of 
inflation. If it appears that the monetary and credit policies of the 
President are ill conceived or lacking in vigor, the remedy lies in your 
own hands, under the lead of any one of ‘several congressional com- 
mittees. It is a distinctive feature of the Federal Reserve System 
that this Board of Governors is responsible to the Congress rather 
than the President. 

Chairman Dawson. You say that they are responsible to the Con- 
gress, but I think they denied that they are responsible to the 
Congress. 

Dr. Nourse. Well, I shall not undertake to debate that, but as I 
understand the statutory situation, they are legally responsible to 
the Congress directly rather than to the President. 
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I would like to make one point here: The Economic Report of the 
President comes out once a year, and even if he were to make a positive 
recommendation, let us say, for credit ease or for credit stringency 
at that time, circumstances might so change that a different recom- 
mendation would soon thereafter be desirable. He can, of course, 
send up special messages covering such a change, but it seems to me 
that a much better procedure is to have flexibility in the hands of the 
Federal Reserve System, which can change from ease to active ease 
or from active ease to moderate stringency and make those changes 
promptly according to the advice of a very elaborate and competent 
technical machinery that they have for watching and keeping a flexi- 
ble policy in operation. 

The other proposal advanced in the Reuss amendments is that the 
Council of Economic Advisers shall review proposed price and wage 
increases so that the President will make “an appropriate informed 
request for voluntary restraint by the parties concerned.” 

I think the previous witness touched upon the difficulties of carrying 
out such a provision. When—and how—are you going to find out that 

rice or wage changes are pending? The question of adequacy of 
information and timeliness of action, I think, is a very serious practical 
difficulty in applying such an amendment. 

Mr. Fascetit. Do you mean to imply from that statement that an 
economist could not determine from the present general situation of 
the union what business might reasonably be anticipated to do within 
the next 30, 60, 90, or 120 days? 

Dr. Nourse. I would not think that it was within the scope of my 
capacity as an economist or any staff that I can imagine working 
with 

Mr. Fasceitu. You do not think an economist for business could de- 
termine what he was going to do in the next 30, 60, 90, or 120 days? 

Dr. Noursr. That goes back to the other question of how much the 
economists of these companies act as decision makers or how much 
opportunity they have of being economic advisers to the boards of 
directors of their companies. Likewise, these boards, in watching 
circumstances and keeping on the alert as to which action they will 
take have long periods of uncertainty. The recent question of whether 
the price of steel was going to be raised by the leadership company is 
a good illustration of the difficulty of such intervention as is proposed 
in the amendment. 

Mr. Fascetxi. Nevertheless, you will admit that there is a consider- 
able amount of discussion that takes place before it is done? 

Dr. Nourse. Certainly, but not accessible to the Council of Eco- 
nomic Advisers. 

Mr. Fascetzt. No; I understand that. 

Dr. Nourse. I see many practical difficulties in the carrying out of 
such a mandate by the Council of Economic Advisers. And any at- 
tempt to perform such a task would certainly require substantial addi- 
tions to the Council’s staff and expansion of its funds. Furthermore, 
I am convinced that such enlargement in the duties of the Council 
would impair that agency’s usefulness. In other words, any attempt 
at ascertaining what was going to happen and in what magnitude and 
in what manner and by what company or by what union, and so forth— 
any attempt to perform such a task would considerably alter the role 
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of the Council in advising the President, the Cabinet and executive 
branch turning it from broad issues of public policy to the policing 
of private action. 

At the same time, the essence of this proposal is already embraced 
in the practice of the President and Council. When important price 
and wage issues arise in areas of great strategic importance such as 
coal and steel, for instance, their contribution to inflationary danger 
is bound to come to light in the regular analyses of the Council. The 
advisers have never hesitated to call such situations to the attention of 
the President and he has not hesitated to use his influence, through 
either public or private channels, to press for “voluntary restraint 
by the interested parties.” 

Mr. Fasceit. At that point will you please tell me upon what infor- 
mation the President is able to make that kind of recommendation ? 

Dr. Noursg. On such general information as is distilled for him by 
the Council of Economic Advisers and by the Secretary of the Treas- 
ury, the Departments of Commerce, Labor, and Defense and from 
the Federal Reserve System. 

Mr. Fascetz. You mean something like this—— 

Dr. Nourse. Or through his own consultations with private groups. 

Mr. Fascett. You mean something like this: A wage increase for 
50,000 people at this time would be bad for the economy ¢ 

Dr. Nourse. That would be a question of economic analysis by the 
Council of Economic Advisers using all existing agencies. Their 
ee would be brought to the attention of the President and his 

abinet. 

Mr. Fascett. What I am getting at, though, Doctor, is could you 
give that kind of recommendation based upon that specific instance 
without a full analysis of the overall picture at that time? 

Dr. Nourse. Certainly not. That is the work of the Council and 
that is what I was trying to say here—that the Council is engaged in 
such overall analysis all the time. If a labor situation develops or 
there is imminent the expiration of a contract or the renewal of one 
or o~ prospect of a price change comes up, they bring it into their 
analysis. 

Mr. Fascetx. And it is important to point out these specific cases? 

Dr. Nourse. Of course it is, and when the President feels—whether 
it was President Truman or President Eisenhower—when he felt that 
that situation was becoming a matter of grave public concern, he has 
not hesitated to speak. 

Mr. Fascetz. Therefore, the Council is doing that work now? 

Dr. Noursr. Exactly, and that is the point I want to make. 

Mr. Fascetu. Then, I cannot correlate that with your statement 
that such work would take an increase in the staff and that it would 
destroy the efficiency and the efforts of the Council. 

Dr. Nourse. They are doing it with the machinery and within the 
functions which they now have. 

Mr. Fascetu. That implies and infers that they are not doing a very 
good job, or they can do a better job if they carried it out pursuant 
to some idea. 

Dr. Nourss. What it infers is that this amendment would be in- 
terpreted as their doing a semiregulating job and making more fre- 
quent findings and more positive recommendations in this area. I 
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should prefer to keep its operation on the level where it is now. Price 
and wage situations of strategic importance have to come within the 
scope of their work. But to expand this particular phase and to 
underline it and to call for specific recommendations under this amend- 
ment would, I think, tend to magnify it unduly. 

Mr. Fascerx. I do not notice anything in this legislation which 
proposes that they do anything about the frequency of these reports. 

Dr. Nourse. Then why bring the act up for amendment if it is not 
going to change the present practice ? ‘ 

Mr. Fascetx. That is not the point. The point is if they have dis- 
cretion now, will they have discretion under the law? That is the 
only thing I was addressing myself to. 

It would appear to me, from what I understood this morning, that 
there would be complete discretion either with or without this as to 
the frequency of these specific reports. 

Dr. Noursg. Thus I do not see that the amendment would have any 
positive value. If this line of attack on the problem of inflation is 
to be pressed more strongly in the future, I believe it should be through 
supplementary legislation, not through amendments encumbering the 
Employment Act. Several proposals for advance notice and the 
interposition of delay periods have, from time to time, been advanced. 
There were a number of suggestions of this sort in the hearing on price 
relations and price policy. Other witnesses here were in attendance, 
as was Representative Reuss, at these hearings. 

Mr. Fascett. Do I understand by that, Doctor, that what you are 
saying here is that you would much prefer to do this by direct legisla- 
tion which does not have anything to do with this act ? 

That is, to set up some kind of a system which would deal with the 
question of increased prices and wages by allowing them not to take 
effect prior to some delay period ? 

Dr. Nourss. That is the essence of my position, Mr. Representative. 
It seems to me that the act as passed, although it is of course not per- 
fect in its verbiage, is consistent in defining a general role of economic 
leadership in the Executive Office of the President and staffing him 
with a professional body for helping him to carry out that duty. He 
will have to interpret whether he will go so far as a specific recom- 
mendation in the area where the Federal Reserve has an active re- 
sponsibility or whether he will refrain from it; make a price or wage 
appeal or refrain from such appeal. 

Different Presidents will operate in different ways in this regard. 
It seems to me it is better to keep the Employment Act in these general 
terms and let successive Presidents and successive Councils of Eco- 
nomic Advisers perform under it according to their best lights. 

When in the thought of the country and the wisdom of Congress, 
under that procedure which we have had now for 12 years, they be- 
come convinced that the danger of inflation, let us say, is such that a 
safeguarding measure should be passed, then it seems to me it should 
be undertaken by way of supplemental legislation. Simply putting 
in such general terms as those of these amendments will not change 
the practice. 

Mr. Fascetz. That may be so, Doctor, but what is wrong within the 
time between which the President may decide to ask Congress for 
legislation dealing with prices and wages, or when Congress will of 
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its own initiative decide to promulgate legislation dealing with prices 
and wages that the President should specifically emphasize by way of 
this report whatever he desires to with respect to the problem of 
prices, wages, production, employment, and so forth ? 

Dr. Nourse. You see, I have said 

Mr. Fascexu. He is doing it now. 

Dr. Nourse. I have referred to putting specifics in there as “en- 
cumbering the act.” This would make a fine precedent for someone 
to come forward and, instead of saying “including monetary and 
credit policies” say “including also policies designed to remove the 
disabilities of small business” or “ineluding also problems which would 
be of special benefit to farmers.” That is what I refer to as special 
interest amendments. 

It seems to me that the Employment Act as a general enabling act 
is not the place to spell these issues out. We have legislation in those 
areas, and I suggest here in the last part of my statement that a new 
measure within that area of administered pricemaking, might be so 
drawn as to have more efficacy than the purely hortatory means here 
proposed, and that bills of this character might well be considered on 
their individual merits. 

My point is that the amendment in the Employment Act is not the 
best way of proceeding. 

Mr. Fasceti. That is why you stated originally you were for the 
purposes of the legislation, but not the modus operandi ? 

Dr. Noursr. That is the very essence of my position, sir. 

Chairman Dawson. Thank you very much, sir. 

The Congress is just about to go into session, and we will have to 
bring the meeting to a close at this hour. 

Off the record. 

(Discussion off the record.) 

We will adjourn the meeting today until 10:00 o’clock tomorrow 
morning. 

Thank you very much, gentlemen. 

(Thereupon, at 12 o’clock, noon, the subcommittee adjourned, to 
reconvene at 10:00 o’clock of the following day, Tuesday, July 22, 
1958.) 








AMENDING THE EMPLOYMENT ACT OF 1946 TO IN- 
CLUDE RECOMMENDATIONS ON MONETARY AND 
CREDIT POLICIES AND PROPOSED PRICE AND WAGE 
INCREASES 


TUESDAY, JULY 22, 1958 


House or REPRESENTATIVES, 
EXECUTIVE AND LEGISLATIVE REORGANIZATION SuBCOM- 
MITTEE OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 1537, New House Office Building, Hon. William L. Dawson, 
chairman of the subcommittee, presiding. 

Members present: William L. Dawson (presiding), Dante B. Fas- 
cell, Mrs. Kathryn Granahan, Mrs. Cecil uM. Harden, and Clarence J. 
Brown. 

Also present : Representative Henry S. Reuss; Elmer W. Henderson, 
counsel ; and William A. Young, staff consultant. 

Chairman Dawson. Yesterday we had to quit early, and we were 
to hear Gerhard Colm, chief economist of the National Planning Asso- 
ciation. Mr. Colm is our first witness this morning. 


STATEMENT OF GERHARD COLM, CHIEF ECONOMIST, NATIONAL 
PLANNING ASSOCIATION 


Mr. Cotm. Thank you, Mr. Chairman. 
Mr. Chairman, with your permission, I would like to suggest or ask 
on permission to file my statement with the committee and make a 
rief extemporaneous statement, and if you permit me, I would like 
to go into a few questions which were raised yesterday. 
think that might be more useful to the committee than reading the 
ga statement, but I will do it exactly the way you prefer it, Mr. 
hairman. 
Chairman Dawson. I think your suggestion is a good one, Doctor, 
and we will do it that way. 
Mr. Cotm. I have the corrected copy of my statement. 
(The statement is as follows :) 


STATEMENT OF GERHARD COLM, CHIEF ECONOMIST, NATIONAL PLANNING 
ASSOCIATION 


Mr. Chairman, my nameis Gerhard Colm. Iam chief economist of the National 
Planning Association and professorial lecturer at George Washington University. 
I am appearing, however, in my individual capacity as a student of economics 
in response to the chairman’s invitation to testify on H. R. 12785, a bill to amend 
the Employment Act of 1946. 
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I appreciate this invitation because the Employment Act of 1946 is, I believe, 
one of the most significant pieces of legislation of the postwar period and because 
successful operations under that act are of supreme importance, in the interest 
both of domestic and international policy objectives of the United States. 

The bill which is before the subcommittee deals with two aspects of these oper- 
ations in which deficiencies have recently become apparent. One relates to the 
maintenance of reasonable price stability, the other to the relationship of the 
President to the monetary authorities, principally the Federal Reserve Board and 
the Open Market Committee. 


MAINTENANCE OF REASONABLE PRICE STABILITY 


In contrast to some other bills for amendment of the Employment Act, this 
bill does not propose to add price stability explicitly to the policy objectives in 
the act. The author of the proposed bill assumes, in my opinion correctly, that 
the term “maximum purchasing power” in the present act implies price stability 
as one of the policy objectives. Perhaps, Mr. Chairman, it may be useful to 
remember that this act was considered at the end of World War II. At that time 
there was a controversy as to whether prices had risen too much during the war 
and should be reduced, or whether price controls had kept prices too low (sup- 
pressed inflation), relative to costs and potential demand, so that some price rise 
would be inevitable after removal of controls, or whether the price level should 
and could be approximately maintained. I think that the legislature, including 
the members of the congressional committee which was the predecessor of this 
committee, wisely sought a formulation which avoided entanglement in that 
controversy. Therefore, the admittedly vague formulation of maximum pur- 
chasing power was preferred to a specific statement as to the desired development 
of the price level. This does not mean, however, that the legislators were not 
aware of the desirability of price stability as an objective of economic policy. 

Actually, most economic reports of the Presidents from 1947 to 1958 and most 
of the corresponding reports of the Joint Economic Committee have included 
recommendations designed to deal with price rises. Throughout this 12-year 
period price stabilization was considered an objective of the Employment Act. 
Therefore, a deficiency does not exist with respect to the statement of objectives 
but in our ability to accomplish that objective. 

I welcome the bill before you because it draws attention to that deficiency in 
the implementation of a price stabilization policy. Traditionally, we have re- 
garded monetary policy and, later on, fiscal policy as suitable means for maintain- 
ing price stability. During the great depression of the thirties prices declined 
because there was not enough purchasing power to buy what the Nation’s farms 
and factories could produce. Monetary and fiscal policies were adopted in order 
to generate purchasing power and demand. During the war too much purchasing 
power was generated in relation to the goods offered for sale on the market. 
Later, when price controls were relaxed, prices rose because too many dollars 
were chasing too few goods. Monetary and fiscal policy were used to absorb some 
of these extra dollars. 

In recent decades economists have come to recognize that this effect of mone- 
tary demand on prices does not fully explain price inflation under all circum- 
stances. A price rise may originate either on the demand or on the cost side. 
Many economists have recently been speaking of a “cost push” inflation. Price 
rises originating from the cost push side may begin with a wage rise in excess of 
productivity gains or with a rise in an administered price which then leads to 
wage rises. It is fruitless to try to decide whether we have a price-wage or a 
wage-price spiral. It is important, however, to recognize that prices may rise 
even when there is no excess demand. 

The events of the year 1957 and the beginning of 1958 demonstrate that prices 
can rise for reasons other than excess demand. During that period industry was 
working at levels considerably below capacity; there was certainly no excess 
demand. Nonetheless, demand and cost-push inflation operate in some interrela- 
tionship. The cost-push inflation of 1957-58 was to some extent a delayed after- 
effect of the demand inflation of previous years. 

In any case the kind of price rise which we have had since 1957 could not 
effectively be counteracted by a policy of monetary and credit restraint. Because 
prices were rising the monetary authorities continued a credit policy of restraint 
throughout most of 1957. While this policy did not succeed in stopping the price 
rise, it did contribute to the current recession. This experience demonstrates 
that (1) prices may rise for reasons other than excessive monetary demand and 
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(2) a restrictive credit policy is not under all circumstances a suitable instru- 
ment for a price stabilization policy. If it is true that there is in the modern 
economy a built-in tendency toward price rise it would follow that credit restraint 
may became a normal attitude of the monetary authorities. Such an attitude 
would probably not acomplish price stability but could hinder a satisfactory 
rate of economic growth. Therefore, it is important to develop alternative 
methods for counteracting price rises which cannot effectively be combatted by 
credit restrictions. The use of such alternative methods will make it possible 
for the monetary authorities to pursue policies in support of economic growth 
when such support its warranted. 

The bill which is before you tries to come to grips with this problem. It pro- 
poses that the President be enabled to use the power of persuasion to attempt a 
prevention of price and wage increases which run counter to the objectives of 
maximum employment, production, and purchasing power. The President is 
certainly authorized under existing laws to use the prestige of his office for that 
purpose. Economic reports have repeatedly had some general exhortations that 
business and labor should use self-restraint. The proposed amendment makes it, 
however, the duty of the Council of Economic Advisers to report to the President 
on situations in which a specific effort of persuasion is warranted. The Council, 
under existing statutes, has the authority to bring such situations to the atten- 
tion of the President but the amendment would make this a specific responsi- 
bility of the Council. 

I believe that this proposal moves in the right direction. Nevertheless, I 
would like to raise a question and also would, with the chairman’s permission, 
like to submit a supplementary proposal. My question is, How will the Council 
know what price and wage increases are contemplated? How can the President 
use the influence of his Office if he hears about the price or wage rise possibly 
only after it has been decided? In view of this problem my supplementary 
proposal is this: That the President be authorized to designate an industry as 
being of crucial significance for price stabilization. Any substantial changes 
in prices and/or wages in an industry so designated must be brought at least 30 
days before the effective date to the attention of a price and wage review board 
which would be established for that purpose in the executive branch of the 
Government. The board would consist of experts in labor and business eco- 
nomics. It would review the proposed price and/or wage changes and submit a 
factual report to the President. On the basis of the Board’s report the President, 
after consultation with the Council of Economic Advisers, would determine 
whether such changes would adversely affect maximum employment, production, 
and purchasing power. The President then would have authority to suspend the 
effective date of the changes for 90 days. This period would give the President 
an opportunity to use his influence toward voluntary restraint. 

Neither the proposal in the bill before you nor my supplementation aim at 
price or wage controls, but at a mobilization of an informed public opinion in 
the interest of reconciling the justified interests of business and labor in a 
particular industry, on the one hand, and the public interest in preserving the 
purchasing power of the dollar, on the other hand. This approach is not in- 
tended to take the place of fiscal and credit policies which are suitable and 
effective in situations of excessive demand. It is intended to complement fiscal 
and credit policies and many other policies which affect prices by mobilizing 
self-restraint in situations where price and wage determinations are the primary 
cause of a threatening price rise. I may mention that I have presented this 
proposal in answers to questions raised by the Senate Finance Committee a few 
months ago. If the chairman wishes I could select pertinent excerpts from 
those answers for the record of this committee. 


RELATIONSHIP OF THE PRESIDENT TO THE MONETARY AUTHORITIES 


In recent economic reports the President has refrained from including recom- 
mendations on monetary policy. It is my conviction that this omission is not 
in accord with the philosophy incorporated in the Employment Act. The Em- 
ployment Act states in section 2 in part that “the Federal Government [is] to 
use all practical means * * * to coordinate and utilize all its plans, functions, 
and resources for the purpose * * *,” These “plans, functions, and resources” 
include monetary as well as fiscal and other policies—a view which has been 
specifically affirmed repeatedly by the Chairman of the Federal Reserve Board. 
The President is called upon to submit a report which includes “‘a review of the 
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economic program of the Federal Government” and “a program for carrying 
out the policy declared in section 2.” It is my understanding of the act that the 
President’s review and program should state to all “plans, functions, and 
resources” referred to in section 2 of the act. Therefore it is, in my opinion, 
incumbent on the President to include in his economic report a statement not 
only about the role monetary policy has played in the past, but also about the 
part which monetary policy is to play in a future program designed to accom- 
plish the objectives of the act. Making recommendations on monetary policy 
would not imply that the President has control over the monetary authorities. 
The President recommends legislation. Does that imply that he has full control 
over the legislature? He has made recommendations concerning State and 
local government policies, concerning business, labor, and consumer behavior. 
Does that imply that they are all under his control? 

I believe most economists will agree that neither a meaningful anti-inflation 
nor a meaningful antirecession program can be presented which omits recom- 
mendations about monetary and credit policy. The members of the Federal 
Reserve Board and of the Open Market Committee need for their guidance the 
knowledge about the role monetary and credit policy have to play in a particu- 
lar economic situation. They cannot make meaningful decisions of their own 
unless they find a program of economic policies proposed which embraces Govern- 
ment expenditure policies, tax policies, debt management, price policies, and 
monetary and credit policies. The fact that the President’s program should 
include monetary and credit policies does not deprive the Federal Reserve 
agencies of their responsibilities any more than the legislative tax and appro- 
priating committees and Congress as a whole are deprived of their responsibility 
by the fact that the President’s program also includes tax and expenditure 
recommendations. The main difference consists in the fact that the Chairman 
of the Federal Reserve Board and his experts presumably participate in the 
development of the President’s program so that they have an influence not only 
on the monetary and credit policy but also on the other aspects of the economic 
program which is proposed. 

The references to monetary and credit policies in the proposed amendment, 
therefore, do not imply that monetary policies come under the control of the 
executive branch; these references are in my opinion nothing but an explicit 
interpretation of the original intent of the Employment Act. If it were not for 
the recent practice of omitting recommendations on monetary policy in the 
President’s reports, I would say that this part of the amendment would not be 
necessary. In the light of the recent practice, however, it might be desirable 
if the interpretation of the act be clarified in that respect by an amendment or 
some other method of legislative expression. 


Mr. Cotm. Mr. Chairman, I appreciate very much that you invited 
me to testify on the proposed amendment to the Employment Act of 
1946. 

I regard the Employment Act as a very important piece of legisla- 
tion, and a successful operation under the Employment Act, in my 
judgment, is of supreme importance, both for the domestic and the 
international policy objectives of the United States. 

I may also say I have a great personal interest in that legislation as 
it was my privilege to represent the Budget Bureau in the years 1944 
and 1945 when preparatory work on this legislation was done by 
the staff committee which served the subcommittee of the Senate 
Military Affairs Committee. 

Later I served as a senior economist on the staff of the Council of 
Economic Advisers, first under Dr. Nourse, then under Mr. Keyser- 
ling. I really appreciate this invitation, Mr. Chairman. 

ee also very glad that I have the opportunity to talk about this 
particular amendment. I feel that this amendment comes to gri 
with some of the most important deficiencies, not necessarily in the 
act as it was written, but deficiencies under the operations of the act 
as they have turned out to be. 
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So let me say at the beginning that I fully support the objectives 
which Congressman Reuss seeks with his amendment. 

As it turned out, I have a few questions about the particular way 
in which these objectives are formulated in an amendment, but I am 
not an expert on legislation. My main purpose this morning will be 
to give the reasons why I believe that this is, in substance, a very im- 
portant proposal. 

First, let me say I agree very much with something Congressman 
Reuss has not done, as distinct from some other amendments which 
were proposed on the Senate side. Congressman Reuss has not pro- 

osed to amend the objectives of the Employment Act as they are 
enuleied in section 2 of the act. 

He interprets the act as including in the objectives the preservation 
of the purchasing power of the dollar. “Maximum purchasing power” 
would be lead a meaningless phrase if it would not imply the 
preservation of the value of the dollar. 

I went and looked over some of my notes taken in 1945. You will 
remember that was a time at the end of the war when there were some 

eople who said the war prices are so high, they must come down. 

ther people said, prices were held back artificially by control. We 
have generated all that money which is in the hands of the people, and 
when we remove controls prices are bound to go up and they are bound 
to go up because costs have gone up, and demand has gone up. Other 
people said, well, we should try to maintain the price level. 

It is my recollection that those people on the Senate side, and I am 
sure also the predecessor of this committee, were in part motivated by 
the consideration that they didn’t want to be specific whether prices 
should come down or should go up or should remain where they hap- 
pened to be at the end of the war. 

Therefore, I agree with the interpretation Congressman Reuss gives 
to the act that by implication it does include the objective of some 
degree of price stabilization, and the fact that price stabilization is 
not mentioned in the act should not be taken as proof that the Congres- 
sional committees and Congress as a whole, in enacting this bill, were 
not aware of that problem. 

I make this point particularly because in the response by the Chair- 
man of the Board of Governors of the Federal Reserve System, Mr. 
Martin, he—in his response in which he does not favor Mr. Reuss’ 
amendment—recommends to this committee the endorsement of this 
Senate bill which proposes to amend the objectives of the act. 

In my opinion the objectives of the act are perfectly all right. They 
have been interpreted as including price stabilization from 1947 to 
1958, both under President Truman and President Eisenhower. I 
don’t know anyone who has questioned that it is the policy of Congress 
under this act to pursue a policy of price stabilization. The problem 
is not in the recognition of the objectives, the problem is that we have 
failed fully to accomplish the objectives, and that is where the amend- 
ment comes in. 

Now, I will briefly talk first about that part of the amendment which 
comes at the end of the proposed bill, and then go briefly into the other 
ements of the relationship of the President to the Federal Reserve 

ystem. 
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As Congressman Reuss summarized yesterday morning in his pres- 
entation, most—and I say “most” deliberately—most economists agree 
that inflation is a more complex problem than economists had realized 
a few decades ago. A few decades ago anybody who wanted to define 
inflation in a popular way said “too many dollars chasing too few 
goods.” You experience inflation during wartime periods, when in 
order to finance the budget money was created while production did 
not increase correspondingly, or at least not production for the con- 
sumer markets ; then we had the situation of too many dollars and too 
few goods to buy; prices went up as a consequence. The most ap- 
propriate tool to combat the price rise during such a period is to re- 
duce the creation of money as far as possible and to use price and wage 
controls temporarily. Excess demand in peacetime has been fought 
by a restrictive credit policy. In more recent years a restrictive fiscal 
policy also has been recommended for that purpose. That was gen- 
erally recognized by economists, although the medicine was not 
always swallowed by the responsible statesmen. 

Demand inflation may happen again, it has happened recently, but 
that isn’t the whole story of inflation. We have also inflation, and 
price rise, originating on the cost side. I agree entirely with what 
was said yesterday that cost inflation does not necessarily mean wage 
increases exceeding productivity. Very often it does; that is one of 
the forms of cost inflation. It can also happen by a rise in other 
cost factors, in administered prices of materials and so on. I agree 
very much with, I think it was Congressman Brown, who said yes- 
terday, that this question of price-wage, or wage-price inflation, is Tike 
the chicken and the egg, and I don’t think that this question will ever 
be answered, nor do we need to wait for an answer. 

The sequence of prices and wages or wages and prices is not essen- 
tial for the remedy as long as we recognize that it is in this area of 
wages and prices that we can have causes for price rise even when 
demand is not excessive. 

Yesterday it was said that economists don’t agree on such proposi- 
tions; this is true. When you have new developments, there are some 
who more quickly embrace a new point of view, and others take a little 
longer, but I would like to bring to your attention, Mr. Chairman, 
something I found out last night. The new United Nations economic 
survey of 1957, which was prepared with the aid of economists from 
all the countries of the world, makes this problem of inflation which 
is not caused by excess demand the main theme of a several-hundred- 
page volume, and comes to the conclusion that modern policy has to 
accept this fact. In some countries, it is not cost inflation, it comes 
from the balance of payment side, but the old instruments which were 
suitable, and still are suitable whenever we have demand inflation, 
are not sufficient to deal with this present problem of inflation. 

I would like to pay my respect to Congressman Reuss who has 
grasped this problem, as he explained with the help of the Joint Eco- 
nomic Committee and the hearings held before that committee. I 
would personally like to add that the Senate Finance Committee has 
sya this problem too. But this bill, in my judgment, is signifi- 
cant, because it comes to grips with this important problem. There 
are details of lesser importance, for instance, whether we say prices 
and wages, or prices and/or wages. Also the question as to whether it 
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should be an amendment or supplementary legislation is not very im- 
portant from my pent of view. There are other people who can judge 
this better than I can. But I will say as an economist: If we want 
to make a success of our employment policy then we had better face 
this problem, and the sooner the better. 

Now, what Congressman Reuss’ amendment is doing is actually 
formalizing what both President Truman and President Eisenhower 
have been doing, using the power and prestige of their office to appeal 
for self-restraint by business in their pricing policy and labor in their 
wage demands. But he said he wants to put some teeth into that 
approach of persuasion. 

f I have a criticism of this bill, then it is that his teeth are not 
sharp enough to bite this rather tough piece of meat. I do not think 
the Congressman goes far enough. 

Yesterday the question was raised: How will the Council of Eco- 
nomic Advisers know when something is going wrong in the price 
field? Maybe, they find out only when it is actually too late, and 
reversing a stand already determined may be very embarrassing for 
the parties. 

I would like to submit to this committee a supplementary proposal, 
which I think is entirely in line with the philosophy of this amend- 
ment, but goes a little beyond it. 

I am proposing in my prepared testimony that the President be 
authorized to designate an industry as being of crucial significance 
for price stabilization. Any substantial changes in prices and/or 
wages in an industry so designated must be brought at least 30 days 
before the effective date to the attention of a price and wage review 
board which would be established for that purpose in the executive 
branch of the Government. 

The board would consist of independent experts in labor and busi- 
ness economics, it would be a nonpolitical factfinding board. It 
would review the proposed price and/or wage changes and submit a 
factual report to the President. On the basis of this report, the 
President, after consultation with the Council of Economic Advisers, 
would determine whether such changes would adversely affect maxi- 
mum employment, production, and purchasing power. 

The President then would have the authority to suspend the effec- 
tive date of the changes for 90 days. This period would give the 
President an opportunity to use his influence toward voluntary re- 
straint. This period would also give Congress an opportunity—and 
I say this again in response—I didn’t have that in my testimony—in 
response to Congressman Brown’s question yesterday, it would give 
Congress the opportunity to hold hearings and take some action if 
Coongress so desired. 

This is a supplemental proposal which I believe is entirely within 
the spirit of Cotagrdniiaess Reuss’ proposal, but in my judgment it 
would be a little bit more effective. 

Neither proposal makes it the duty of the President to interfere in 
any specific proposal. I say that because I think in the letter of the 
Council Chairman, or the Board Chairman, the amendment was in- 
terpreted as making it the duty of the President to interfere. This 
is, In my opinion, not proposed in the amendment, and I don’t believe 
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that it is an interpretation in line with the intent of Congressman 
Reuss. 

The proposal only makes it the duty for the Council to present 
facts to the President for whatever action he deems necessary, and in 
my supplemental proposal that would be the same thing. If the 
President said industry was of crucial importance for price stabiliza- 
tion, the Board would have to submit a factual report, that would be 
their duty, but what action the President does or does not take should 
not be written into a legislation. Neither Congressman Reuss nor I 
have proposed this. 

Mr. Chairman, I have dealt with that matter in response to ques- 
tions posed by Senator Byrd for the Senate Finance Committee. If 
the committee wishes, I can submit an excerpt of that material for 
the record. 

(The material referred to follows :) 


1. DEFINITION OF DEFLATION AND INFLATION 


I propose to call deflation and inflation conditions of economic disequilibrium 
in which there is a general contraction or expansion of purchasing power. The 
contraction or expansion may originate in one sector, but thereafter spreads to 
other sectors of the economy. This implies a change in the supply of money 
and/or a change in the velocity of circulation of money. 


DEFLATION AND INFLATION NOT MERELY CHANGES IN PRICE LEVEL 


“Deflation and inflation” are most commonly defined as “decreases or increases 
in the general price level.” Indeed, deflation and inflation as defined above are 
usually, but not always, associated with price declines and price increases. The 
price changes per se, however, are not the essence of the phenomena which I 
would call deflation and inflation. Price declines and price rises may take place 
for reasons which have no relationship to deflation or inflation, and there can be 
deflation and inflation without price changes. During the boom period 1926-29, 
for example, consumer prices were falling, whereas during the current recession 
prices have been rising in spite of the economic slack. Then, too, we have “sup- 
pressed” inflation when Government price controls prevent a price rise in spite 
of the creation of excess purchasing power (e. g., during World War II). We 
ean also have deflation as defined above when business price policy prevents or 
slows down price declines in spite of a contraction in purchasing power. 

Price changes which in the meaning of the classical economic definition would 
not be inflation or deflation may be illustrated by the following examples: 

Assume a country had an excellent harvest; food supply increases and food 
prices drop. The drop in food prices stimulates consumption, so that the market 
is cleared of the large harvest. Farmers sell and consumers buy a larger quan- 
tity at lower prices. In this case, the initial disequilibrium between supply and 
demand resulted from a physical event rather than from a monetary change. 
The drop in food prices helped to restore the equilibrium between supply and 
demand. Even if the drop in food prices should cause a drop in the general price 
level, I would not regard this situation as a case of deflation. 

The reverse would be true in case of a poor harvest and a consequent price 
rise. If the price rise results directly in a curtailment of consumption again, 
no monetary injection of purchasing power is required and the price rise serves 
as an equilibrating force. Farmers would sell and consumers buy a lower quan- 
tity at higher prices. What we observe is a remedial and not a pathological 
process. 

Assume, however, that in the last example the price rise does not result directly 
in a curtailment of consumption, but that many income receivers succeed in 
increasing their incomes. Then prices will rise still further until the consump- 
tion of those whose income does not keep up with rising prices is curtailed suffi- 
ciently to equate supply and demand at the higher price. This price spiral, 
however, would require an injection of money or increased velocity of circula- 
tion of money to finance transactions on a higher price and cost level. The infla- 
tion process in this instance is pathological, because the initial price rise does 
not directly fulfill the remedial functions of equilibrating supply and demand. 
(See also answer to question 16.) 
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In the modern economy severe demand inflation has been typically the result 
of war finance. However, milder forms of demand inflation can also be caused 
by large increases in investments or consumer spending. Conversely, deflation 
is typically caused by contracting Government finance or a contraction in private 
credit-financed purchases. If, for example, in case of a curtailment in Govern- 
ment activities (e. g., curtailment in armament expenditures) the price of labor 
or steel, etc., would drop and stimulate the use of labor and steel in private use, 
the price drop again would simply play an equilibrating role. If, however, these 
prices fail to drop, or if the price drop fails to stimulate a compensating increase 
in the private use of these materials, the drop in Government activities would 
result in unemployment and a curtailment in production; private incomes and 
private spending would fall. Instead of a compensatory increase in private 
activities, we experience then a cumulative destruction of purchasing power— 
a process which we call demand deflation. 

It is an important fact that in the modern economy the price elasticity of 
demand for basic factors of production is relatively low. Demand for many 
basic industrial commodities does not respond readily or significantly to moderate 
changes in price (within the limits of substitution). For this reason, fluctua- 
tions often occur in employment and production rather than in prices in response 
to changes in demand. 

To summarize, deflation and inflation are processes which involve either the 
excessive destruction or excessive’ creation of purchasing power. ‘They are 
processes which result from the failure to restore equilibrium through the direct 
working of the price mechanism. Therefore, they are pathological processes. 
As deflation and inflation are not just decreases or increases in the price level, 
it is not paradoxical if it is observed that at times we have had inflation without 
price rise and deflation without price declines or even with creeping price rises. 


DEMAND INFLATION AND COST INFLATION 


With respect to inflation a distinction has recently been made between a 
demand-pull inflation and a cost-push inflation. Although this distinction has 
often been presented in considerable oversimplification, there is a good deal 
of validity in it and it has important consequences for policy measures. 

Inflation always involves cummulative processes which require the injection 
of additional purchasing power (additional money created by credit or an in- 
crease in the velocity of circulation). The inflationary process however, may 
originate either through excessive demands being generated by Government, 
business, or consumers, or through increases in the price of materials or labor. 
Both types of inflation are typically intertwined. If inflation is sparked by 
excessive demand, increases in the prices of labor and material will rise and 
lift the whole income and cost structure of the economy. If the primary increase 
should take place in the prices of labor and material, the injection of additional 
credit would be needed to make transactions at the higher cost level possible. 

The term “cost-push” inflation has often been interpreted as suggesting that 
price rises typically originate in excessive wage increases (i. e. in excess of 
productivity gains). This is, however, not the only possibility. It may be that 
some business firms are able to charge higher prices in spite of slack demand 
and that wage increases merely keep up with the price rise. Gardiner Means 
speaks of this situation as “administered” inflation—that is inflation resulting 
from administered price or wage determination. I fear, however, that some 
people will think that an administered inflation is an inflation brought about by 
action of the Government administration, which would be a complete misunder- 
standing. Also the term “excess capacity” inflation has been proposed in order 
to indicate that this kind of inflation may occur even when there is no excess 
demand. The disadvantage of this term is that we may have the same causal 
factors at work even when there is no excess capacity in which case both types 
of inflation processes—cost and demand pressures—may be operative at the 
same time. 

The relationship between demand and cost inflation may extend over a period 
of time. Assume a demand inflation results in high prices in period tl. Assume, 
further, that in period t2 excess demand has disappeared. However, in some 
industries increases in wage rates to compensate for the price rise will take 
place only in this period t2. This increase in wage rates in some industries starts 





1 “Dxcessive” is meant in relation to the potential production. 
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a wave of wage-rate increases not directly related to demand inflation. Thus, 
the aftermath of demand inflation may become the beginning of a cost inflation. 
The inflation of the year 1957 may show some similarity with the t2 period of 
our example. This example demonstrates that it is not meaningful to ask 
whether wage increases or price rises are responsible for inflation. They are 
interlocked. 

People trained in classical economic theory may deny that a cost of excess- 
capacity inflation is possible. For them, it is difficult to understand why prices 
should be raised except in response to an increase in demand. Even a monopolist 
who, presumably, always charges what the traffic will bear cannot expect to 
gain by a price rise except when consumers are willing to pay more for the same 
quantity of products. The theory of administered prices is based on the belief 
that the producers, for a variety of reasons, normally do not charge the very 
maximum price which the traffic will bear. Therefore, they have a margin for 
price rise which they can use at a time which appears opportune to them. A 
producer may have been satisfied with a price well below the peril point of 
substitution as long as profits made possible a satisfactory level of dividend dis- 
tribution and adequate internal accrual of funds for replacement, modernization, 
and expansion of plant and equipment. If, however, gross profits become un- 
satisfactory because of a rise in costs (e. g., Wage rates) or a contraction of 
sales, the producer may be inclined to push his prices more nearly to the limit 
of what the traffic will bear. A rise in wage rates and prices in industries in 
such a situation may be advantageous from the aspect of that particular group 
of producers, but it may be undesirable from the aspect of the economy as a 
whole. This may help explain why prices do not drop so readily in a period of 
recession. 

DEMAND AND COST DEFLATION 


Is there a condition of cost deflation corresponding to the condition of cost 
inflation which we have discussed above? We could imagine, for example, a 
situation in which demand is adequate, or even excessive, but in which, because 
of technological advances, there is some unemployment and a downward pressure 
on wage rates. If the reduction in wage rates merely stimulates a more labor- 
intensive type of production, it would be of the remedial nature which we would 
not call deflation. More likely, the wage reduction may become general, thereby 
resulting in more and quicker curtailment of mass purchasing power than is added 
to mass purchasing power by the hiring stimulated through the wage reduction. 
In this case, a general deflation may ensue, originating by reduction in the price 
of one cost factor ; namely, labor. 


2. PoLicres TO AvoIp INFLATION AND DEFLATION 


A. Policies to avoid inflation 

(a) Demand inflation.—In case of demand inflation, there are logically two 
remedies ; namely, either to step up supplies or to curtail demand. Obviously, 
the positive measure of promoting an increase in production has advantages over 
the restrictive policies of curbing demand. An economy usually has some pro- 
duction reserves which can be mobilized. However, such measures as working 
overtime, offering full-time or part-time jobs to the retired (e. g., by modification 
of provisions in the social-security laws), facilitating work of women, and 
similar measures not only add to total production but also add to incomes and 
consumer demand. Thus, only a fraction of the increase in total production can 
actually be regarded as an anti-inflationary measure. Also, a lowering of import 
duties would increase the supply of goods and would serve as an anti-inflationary 
measure. 

In appraising the contribution which increasing supply can make to remedy 
a situation of excessive demand, it is important not only to evaluate the condi- 
tions of supply and demand as they exist at the moment, but to project them over 
the period of time during which countermeasures could become effective. One 
should not forget in such appraisals that we are living in an economy in which 
potential production is increasing year after year by 3 to 4 percent, or about $15 
billion. Of course, the other side of the coin should not be forgotten either; 
namely, that, if production increases by these amounts, the income and demand 
of the producers will also rise. 

In ease of excessive demand, it will first have to be examined what kind of 
demand has been increased and may be regarded as the cause of inflation. if 
it is, for example, a demand for greater national security, it may be assumed 
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that the increase is taking place for compelling reasons of foreign policy. Then 
increases in other demand categories (e. g., other Government programs, business 
investment, consumer demand) may have to be limited or resource utilization 
may have to be expanded. If the increase in demand is of a nature of lesser 
national urgency (e. g., speculative demand of consumers or business, as in the 
period of scare buying in the second half of 1950), then it would be most desirable 
to curb that particular kind of demand by countermeasures. 

Policies available for curtailing demand include credit policy, tax policy; 
sometimes, persuasion, and, in extreme situations, direct controls. 

The anti-inflationary policies to be recommended will depend in each case on 
the reason for the creation of excess demand. A war, or a business-investment 
boom, or a consumer buying spree calls for very different policies. These policies 
will include different combinations and doses of the same ingredients mentioned 
above. There is general agreement on the ingredients, but room for controversy 
about the combinations to be used in each situation. 

(b) Cost inflation.—In contrast to the case of demand inflation, there is dis- 
agreement as to whether or not there exists such a phenomenon as cost inflation 
and, if it exists, how it can be avoided or counteracted. 

The orthodox view is that, if cost inflation exists, it does not require any 
other countermeasures than the old-fashioned demand inflation. As pointed 
out in response to question 1, cost inflation requires an injection of money in 
order to become effective. Representatives of the orthodox view, therefore, 
conclude that, to avoid cost inflation, the creation of the credit needed to finance 
transactions at the higher cost level should be prevented. There is some logic 
to this argument. If, in the light of cost and price rises, credit expansion is 
denied by the monetary authorities, then business activity will contract and, 
if the policy is pursued drastically enough, prices will eventually come down, 
We got a relatively mild dose of that medicine in 1957. It contributed to the 
recession, but not enough to bring prices down. A restrictive credit policy, 
which is an appropriate policy in case of demand inflation, can effectively coun- 
teract a cost inflation only if it is drastic enough to cause a severe recession. 
However, the use of that policy in such a situation is not compatible with a policy 
designed to promote maximum employment and production. We must, there- 
fore, seek other, more suitable policy devices to restrain cost inflation. 

The various economic reports of the President and many other policy state- 
ments have employed persuasion; they have appealed to business and labor to 
refrain from wage and price increases which would force the price level up. 
Persuasion can be effective if it is backed up by a strong public opinion. It 
has not been, however, effective, or not effective enough, in the present instance. 
Many proposals have been made for Government measures which would help to 
restrain excessive price and wage increases. None of these proposals, however, 
has found serious legislative consideration. 

I do not pretend to know the answer to this problem. In spite of all the 
research done on prices, wages, and productivity in relation to the general price 
level and the level of employment, production, and economic growth, more facts 
and a better understanding of these facts are needed as guide for policy deci- 
sions. Nevertheless, better facts will often be forthcoming only when some 
operational use requires that they be developed. Therefore, it would appear 
desirable that, on an experimental basis, procedures should be evaluated and 
initiated for implementing the price-stabilization objective of the Employment 
Act. The following two interrelated proposals may deserve consideration : 

1. There should be an annual conference in which representatives of business 
and labor, with the aid of research economists, discuss general lines of such 
price and wage policy which would give support to high and rising employment 
and production without causing inflation or deflation. Statements which could 
be formulated regarding a desirable general price and wage policy would be 
used as guidance for price and wage determination in individual industries. 
Regardless of whether or not agreement on price and wage policies can be 
reached between business and labor, the results of such a discussion should be 
informative for public opinion and, actually, may-lead, at least, to a clearer un- 
derstanding of the areas of disagreement. A better informed public opinion, in 
itself, will exert a restraining influence on price and wage policy. Actually, 
both business and labor, for a variety of reasons, cannot disregard for long the 
judgment of public opinion. 

2. Consideration should be given to the creation of a special Government 
Commission on Prices and Wage Policy. The following specific proposal is 
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meant only as an illustration of the kind of procedure which might be con- 
sidered. 

The Commission would be authorized to undertake an examination of a select 
number of industries in which producers would be obliged to inform the Com- 
mission of contemplated price increases and new collective-bargaining agree- 
ments a short period before they become effective. The designation of those 
major industries would be made by the President in consultation with the Coun- 
cil of Economic Advisers and other Government officials. The Commission, in 
studying the proposed changes in prices or wage rates (and related benefits), 
would report the results of its factual investigation to the President. The Coun- 
cil of Economic Advisers would then review these reports for the President, 
who would be authorized to suspend the effective date of the changes in prices 
and wages for a specified period of time (e. g., 60 days) if such changes were 
deemed to be contrary to the public interest. During this time, the previous 
prices and wages would continue. After the end of the period, the producers 
have the right to proceed with the price or wage change if no modification has 
been worked out in the meantime. A procedure similar to this is already in 
operation as regards the activities of the NLRB in the matter of labor-manage- 
ment disputes. Adoption of this relatively mild procedure might have a whole- 
some effect, because it will put the parties on notice that the Government is 
seriously concerned with the task of price stabilization. This might greatly 
increase the chances of a success in a voluntary effort. 


B. Policies to avoid deflation 


The policies designed to avoid deflation are to a large extent simply the re- 
verse of the policies designed to combat inflation, particularly demand inflation. 
In discussing present policies in response to a later question, I will deal with 
policies to avoid demand deflation. Here I will add only a brief comment on 
cost deflation. 

Why should a cost deflation be avoided? According to classical economic 
thinking nothing can be wrong if costs and then also prices drop. Classical 
economics regard a drop in costs and prices merely as a remedial process. If 
unemployment is prevalent, wage rates and prices drop and real purchasing 
power will rise; demand, production, and employment will increase as a re- 
sult. In reality it is more likely that a general curtailment of wage rates will 
result in a drop of incomes in excess of the rise in real purchasing power which 
would follow from the drop in prices. This would lead to a further curtailment 
of employment. A general drop in prices to the extent that it would follow 
from a curtailment of wage rates may even have a depressing effect because it 
would discourage inventory holding. Therefore, a general cost and price de- 
flation would not be desirable. 

A reduction in prices of specific products may be beneficial and result in in- 
creasing sales of these commodities. This, however, differs from a cost and 
price decline spreading through the economy as a whole. 


A SPECIAL NOTE ON A LEGISLATIVE PROPOSAL 


As this question specifically calls for suggestions about legislative proposals, 
I would like to add a comment on the proposed amendment to the Employment 
Act which would specifically identify price stabilization as an objective of 
equal importance as “maximum unemployment and production.” In my opinion 
no such amendment is needed. The Employment Act specifically calls for “maxi- 
mum purchasing power” which implies price stabilization and has been inter- 
preted this way from 1947 to 1958. This interpretation is reflected in the 
President’s economic reports and in statements by the Joint Economic Com- 
mittee during the whole period. Price stabilization considerations have at times 
received even more attention in these reports than employment and production 
problems. 

The amendment would not only be unnecessary; it would moreover be un- 
desirable. It would suggest a change in the legislative mandate and might be 
interpreted as saying that from now on the high employment objective should 
be pursued only to the extent that it is compatible with the objectives of price 
stabilization. People who believe that prices can be stabilized only if there 
is some substantial permanent unemployment may claim that the amendment 
sanctions their view. While this is probably not the intent of those who pro- 
pose the amendment, it would be open to this kind of interpretation. 
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What is needed in my view is not a new declaration of the objective of price 
stabilization but a legislative backing of an effort by business and labor to 
effectuate price stabilization. A proposal toward that end has been made above. 

I would also like to take a few minutes to discuss the second aspect 
of Congressman Reuss’ amendment, namely, the relationship of the 
President to the monetary authorities. 

Mr. Chairman, I interpret the Employment Act as saying that the 
Government should use all its “plans, functions, and resources” for 
accomplishing the purposes of the act. And I include in those “plans, 
functions, and resources,” the policies of the Federal Reserve System. 
I think the Federal Reserve System is an instrumentality of the Fed- 
eral Government, and I saw from the answer of Chairman Martin that 
this is also his interpretation. Of course, that does not mean that the 
Federal Reserve is under the specific supervision of the President. 
That is the issue, not whether it is or is not an instrumentality of the 
Government. 

Charman Dawson. Under whose supervision are they, may I ask, 
right here? 

Mr. Cotm. Mr. Chairman, there is no question in my mind that the 
Federal Reserve is under the supervision of the Congress. It is a 
moot question as to whether in addition the Board also has some re- 
sponsibility to the President. The Federal Reserve was created by an 
act of Congress and, therefore, is responsible to Congress; that has 
been repeatedly acknowledged by Chairman Martin. Also, I think, 
by the previous Chairman of the Federal Reserve Board. 

I am not a lawyer, and I may be in error. I believe, however, that 
this was the interpretation given by the congressional committees in- 
cluding the predecessor committee of this committee in 1945 and 1946. 
There was a lot of discussion as to how far credit policy can do the 
job, and how it should be supplemented. If that is the case, then 
under the programs to be covered in the President’s report, is, I think, 
the same broad coverage which we had in section 2. From this it 
would follow that the President’s economic report should also deal 
with all plans, functions, and resources of the Federal Government, 
including credit policy. 

As a matter of fact, that is the interpretation given by Chairman 
Saulnier, when he said that the President in the report has always 
discussed credit policy. Now, there he means, and a close reading of 
the letter makes it clear, that the report deals with credit—monetary 
policies of the past, and discusses their effect on the economy. When 
it comes to the program to recommend its policies, then Mr. Saulnier 
says there is nothing in the law which prevents the President from 
going into it. 

So in his interpretation the President is authorized to make recom- 
mendations on monetary policy. 

Mr. Chairman, up until yesterday I was somewhat doubtful whether 
an amendment was needed for clarifying this issue. I thought the 
interpretation of the act could be clarified, for example, by a state- 
ment in the Joint Economic Committee’s report because the legislative 
intent is so clear. 

The letter of the Chairman of the Federal Reserve Board takes 
a strong stand against the President making recommendations on 
credit policies. I think that letter gives additional weight to the 
proposal before this committee. 
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Again I believe that most economists will agree that an anti- 
inflation or on an antirecession program, which leaves out recom- 
mendations for credit policy, is like playing Hamlet without Hamlet. 

We all recognize that we like to go as far as possible with credit 
policy, and we go to other policies if that isn’t enough. I don’t see 

ow we can have a consistent , comprehensive economic program which 
leaves out credit policy. Nor do I personally believe that the inclu- 
sion of recommendations interferes with the responsibility of the 
Federal Reserve to make its own decisions. 

The President in his economic report recommends tax policy, ex- 
enditure policy. Does that deprive Congress of its independence to 
ecide? The President makes recommendations for policies of State 

and local government, of consumers, of business, of labor. Does that 
mean that they are deprived of their own responsibilities? I think 
the question of independence of the Federal Reserve is not raised by 
the amendment proposed by Congressman Reuss. One may take 
either view on that. One may say independence of the central bank 
is good or it is not good. I think the question is irrelevant to the 
question now before this committee. The President can make recom- 
mendations, in his report, whether he has the power to force an 
agency to comply with it or not. He makes his recommendation in a 
report to Congress; Congress has the authority to influence Federal 
Reserve policy, even in the view of those who believe in the inde- 
endence of the Federal Reserve from the President of the United 
tates, 

Therefore, Mr. Chairman, I believe the argument against the pro- 
posal that it is not in line with the legal and traditional position of 
the Federal Reserve, is not relevant. 

Mr. Chairman, this is really what I would like to submit to this 
committee. I will gladly respond to any questions you may have. 

Chairman Dawson. Mr.’ Brown, do you have any questions? 

Mr. Brown. Thank you, Mr. Chairman, I appreciate having the 
opportunity to ask questions, as I must rush away. 

First of all, I want to compliment Dr. Colm on a very able and 
very learned statement. I think he has clarified some of the issues 
and problems which confront us. 

Of course, I think you will agree, Doctor, that practically every 
American, including Members of Congress "and of these different 
boards and agencies and committees, are anxious to see some stabiliza- 
tion of prices and of wages, and I believe most of us are also fearful 
of inflation. 

Mr.Coim. Yes. 

Mr. Brown. Now, some economists have proposed in recent months 
and years that we have a rather steady inflation, or inflationary spiral 
of 2 or 3 percent, or whatever it is, per year. 

Do you subscribe to that theory of economics of constant inflation ? 

Mr. Cotm. No, sir; I donot. And my reason is the following: We 
might say 1 percent price rise per year wouldn’t be too bad if we get 
other advantages. But [ama raid if it became an established policy 
of the Federal Government to be complacent about 1 percent, we 
would soon have 2 and 3 percent, because every businessman would 
take this 1 percent into his calculations, and that, in itself, would 
aggravate the price rise. 
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Mr. Brown. Now, Doctor, do you feel that any President is om- 
niscient or omnipotent enough to prepare in one statement, or mes- 
sage, even with the advice of his economic advisers, prepare in worth- 
while recommendations which would be effective on the national econ- 
omy and on these problems over a year? Don’t conditions change 
so rapidly, that what may be good policy today is poor policy 6 
months from now, or 3 months from now ¢ 

Mr. Cotm. Congressman Brown, my answer is “No.” I don’t 
believe any President or any human being has that knowledge and 
foresight. Therefore, the act, in its wisdom, has stated that the 
President, whenever he deems it desirable, should supplement his 
annual statement by additional statements, and up till 1952 we had 
in each year at least 2 reports of the President to Congress. If I am 
permitted that footnote, and I think I offer it without any partisan 
motive, I am very regretful that in this year of rapid development 
no report subsequent to the annual report was submitted to Congress. 

Mr. Brown. Well, would you consider the statements—public 
statements of the President and his messages to Congress—for in- 
stance, in opposition to tax reduction at this time, a recommenda- 
tion that affects that same problem ? 

Mr. Cota. Yes, sir. 

Mr. Brown. Would you consider his public appeal to certain in- 
dustries and to certain labor organizations not to raise either wages 
or prices, would that not be a recommendation by the President? It 
became known to everybody in America. 

Mr. Cotm. Yes. 

Mr. Brown. So he has made recommendations. 

Mr. Corm. He has made recommendations. 

Mr. Brown. He may not have made them in the form that this 
bill provides, nevertheless the whole Congress has had the benefit 
of them. 

Mr. Cotm. Yes. 

Mr. Brown. Don’t you believe it is wise to let Congress know what 
someone is recommending, let the whole country know, as well as just 
to send a message in a formal manner? Don’t you think it is often 
more effective that way ? 

Mr. Cotm. Congressman, that is a matter of judgment. 

Mr. Brown. And conditions. 

Mr. Cotm. Yes. But what I mean is, the form of the economic 
report which gives the economic analysis, and then calls for policy 
conclusions, is a useful method of presentation to the country. The 
statement at the press conference that we should all behave and be 
good boys, might be effective in some respect, but it isn’t quite the 
me as an economic analysis and recommendations which follow 

om it. 

Mr. Brown. I think I agree partially with your statement, but if 
I understood your proposal correctly, or suggestion as to strengthen- 
ing of this bill, you would have some sort of a wage, or perhaps a wage 
and price stabilization, board established. 

Mr. Coum. No, sir. 

Mr. Brown. What is that? 

Mr. Cotm. I said “No.” 

Mr. Brown. Wasn’t that what you suggested ? 
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Mr. Coto. I said a review board. 

Mr. Brown. Well, a review board, call it whatever it is, it is 
another board. The President and the review board takes a position 
on something, then what are you going to do about it, impose con- 
trols for, as someone said yesterday, law is force and force is law— 
would you go to that extent of compelling free labor and free enter- 
prise to do that which the Government board of review or the Presi- 
dent fount was in the best interests of the economy, even in peace- 
time ? 

Mr. Cota. I would not. 

Mr. Brown. You would not? Then all it has would be the power 
of public opinion to support it ? 

Mr. Cotm. Congressman Reuss puts one tooth into this process of 
persuasion, and I want a whole mouthful. 

Mr. Brown. But then has not the public experience of many Presi- 
dents, including President Truman and President Eisenhower, and 
also President Roosevelt, in unsettled economic times, been that there 
weren’t very many teeth in statements, and requests, and in views 
expressed, either to Congress or anyone else, unless legislation was 
enacted, and unless the power of the law was put behind them; is that 
right? 

Mr. Corm. May I respond, Congressman? First, may I say the 
board I suggest is entirely a factfinding board; it is not a stabiliza- 
tion board. 

Mr. Brown. I understand that. I think we know the facts, that 
living costs have been going up, employment has been going down. 
We have had a steady increase in the depreciation of the purchasing 
power of the dollar ever since World War II started, practically. 
We know what the facts are. The question, the real problem is, how 
are we going to solve this situation? What are we going todo? In 
other words, it is going to take action, in my opinion, of some kind, 
some nature, and then that involves the question of how much action, 
or what sort of action we should take? But surely it will take some 
sort of action, rather than just recommendations or suggestions or 
statements that may be put out or findings by some board that has no 
authority to enforce them; isn’t that right ? 

Mr. Cotm. Well, I would like to agree with you, but I want to be 
10nest. 

Mr. Brown. You disagree with me whenever you want to, sir; that 
is your privilege, that is what we want you to do. 

Mr. Cotm. I would like to put it this way, in answer to the ques- 
tion: I agree with the spirit behind the question. 

I do think in our modern economy the large corporations and the 
large unions have become increasingly aware of a great deal of public 
responsibility. I propose a formal fact-finding process, when there 
is a threat of inflation. The issue of such a factual report may have 
considerable effect in itself, plus the proposed power of the President 
to suspend the effective date up to 90 days, which gives the President 
and Congress time to express their views. That is a pretty powerful 
influence, and I think we are living in a world, Congressman, where 
we cannot do everything by legislation. We have these powerful 
corporations 

Mr. Brown. I agree. 
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Mr. Cota. If we have to police them—— 

Mr. Brown. I agree fully with you. I am hurrying you along 
here, because I have to leave. 

I agree fully with you, but I recall very vividly, different Presi- 
dents, including President Truman, when we had a great steel strike, 
that could not get either management or labor to listen to the sugges- 
tions he made. We had a great problem. It finally went to the courts, 
as you will recall. The overall question that I see involved in this is 
whether we are to go to controls, and to the force of law, to get the 
things that we desire, whether that is wise or not, whether that is 
within the American and constitutional system of our Government, 
or whether it can actually be done by persuasion. I hope you are right, 
that it can be done by persuasion, but I often have trouble even in 
persuading some of these fellows around here on our committee to 
vote with me sometimes through argument alone. 

I am absolutely certain I am right, and probably they are just as 
certain they are right, so persuasion does not always work, and there 
is always a difference of opinion involved. 

Mr. Cota. Should we not try it? 

Mr. Brown. Yes, but we have tried it; that is what I am getting 
at. We have seen it done from time to time, and it has not been too 
effective. 

Let me hurry along, to get your views on the record, because I 
think you have been a most able witness, Dr. Colm. 

We have other problems besides wages and prices, although prices 
and wages both are affecting us. Just last night the announcement 
came from the Federal Treasury we had a deficit at the end of fiscal 
1958, June 30, of $2.813 billion. The Congress has already been 
called upon at this session to increase the national debt limitation by 
another $5 billion, and before we adjourn we will have to increase it 
again in all probability, if we are to meet our obligations. The best 
estimates of public officials in an absolutely bipartisan way as to the 
deficit at the end of the present fiscal year of 1959, which ends on 
June 30 of next year, runs somewhere 8 to 12, and probably 10 to 12 
billion dollars, and some are even predicting $15 billion. And, of 
course, if we get in any fighting war over in the Near East, and no- 
body knows what will happen there, it may be a great deal more. 

Since World War I started, we have seen the purchasing power of 
the dollar go down to what, 47 or 48 cents? 

Mr. Cotm. Yes. 

Mr. Brown. Because we have created great amounts of extra money 
through the peculiar methods that were used to finance the war— 
perhaps necessarily. We havea great monetary supply. 

We have seen it expand constantly, since World War II ended, 
when we had controls, but even under controls we have seen the cost 
of living rise and go up steadily. 

Do you think that deficit spending on the part of the Govern- 
ment has been responsible for a great deal of this, and is a big factor 
in whether or not we can stabilize prices and wages ? 

Mr. Cotm. My answer is the following: We have two kinds of deficit. 
During the war we had a tremendous increase in expenditures and 
revenues did not follow—if we had financed the whole war by taxa- 
tion, we had interfered with production. 
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Mr. Brown. We could not have done it. 

Mr. Cotm. That kind of deficit does create inflation, and this was 
responsible for the devaluation of the dollar. 

Mr. Brown. Just a minute, Doctor. I know you are an economist, 
but if you will check the record you will find we had inflation at 
practically the same rate after the war ended, as during the war. 

Mr. Cotm. Due to the modern technique of handling inflation, we 
get during the war what we call suppressed inflation, and when we 
remove controls after the war we get a bit of the price rise which we 
had prevented during the war. 

Mr. Brown. I think I will agree with that statement. 

Mr. Cotm. So we had first some price rise during the war, then 
came the Korean war, and that I think was the old-fashioned demand 
inflation generated by very large deficits which are caused by the 
tremendous rise in expenditures from something like $10 billion before 
World War II to $100 billion during the World War. 

Mr. Brown. Let me ask you another question in that connection 
briefly. I agree with what you said. 

I talked the other day with the chairman of the Ways and Means 
Committee, who said certain legislation would increase the national 
debt half a billion, and would have to be passed along to Congress. 
There is every indication we will be in a deficit or overspending period 
in our Federal fiscal affairs for a number of years to come. The pre- 
diction was made that within 8 to 10 years we may see the national 
debt reach 350 to 375 billion dollars. 

Do you think this continued deficit spending by the Federal Govern- 
ment has a great part in bringing about inflation and higher wages 
and interfering with the stabilization of both prices and wages? 

Mr. Cotm. Congressman, I would like to come back to your first 
question about the deficit. I spoke first of the deficit, and you said 
70 agreed, which is caused by this tremendous increase in spending. 

f we get into—more deeply involved in the Middle East we may run 
again into a similar situation, but the deficit which is now on record 
for 1958, and which is expected in the manner you indicate for 1959, 
is only to a minor extent the result of an increase in expenditures. 
Expenditures may rise by 3 to 4 billion, while 6 or 7 billion dollars are 
the result of a contraction in revenue which is the result of the reces- 
sion. 

Mr. Brown. About $21, billion reduction in the past fiscal year in 
revenue. 

Mr. Cotm. Yes, that is the result of a recession, and would not be 
continued if we get out of it. As a matter of fact, that deficit is a 
result of our having acted too late. If we had acted more boldly, 
earlier, when the recession became apparent, we would not have gotten 
deficits of that magnitude. 

Mr. Brown. If we go back to the 1956 or 1957 levels of income, so 
far as taxes are concerned. 

Mr. Cotm. Yes. 

Mr. Brown. Which cover the period of the greatest prosperity this 
country has ever seen. 

Mr. Cotm. Yes. 

Mr. Brown. That income from taxes will not be sufficient to meet 
the increased cost of Government if we are now faced with a deficit 
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on the present figures of 10 to 12 billion dollars in the present fiscal 
ear. 

7 In other words, we will still be engaged in deficit financing. I 

would just like to have your opinion, not only for the use of this com- 

mittee, but for use elsewhere, Saal we have problems coming before 

other committees. 

Mr. Cotm. Yes. 

Mr. Brown. As to how long we can go ahead with this heavy deficit 
financing and still prevent ruinous inflation. 

Mr. Cotm. Congressman, I beg to disagree with your assumptions, 
because—— 

Mr. Brown. I asked how long. I have not given any assumptions. 

Mr. Cotm. If we go back to the tax level of 1955-56, we are in a 
growing economy where with fairly full employment we increase each 
year the gross national product by about $15 billion. That gives us 
each year an increase in revenue under existing tax rates of about 
3 to 4 billion. We would not have a deficit today with our present 
level of spending if we had a full employment economy. 

Mr. Brown. Well, we have not had full employment, and our drop- 
off in Federal income, that is, in taxes, has been about $214 billion for 
the first 6 months of this calendar year, or for the past 6 months of 
1958. Prior to that there was no dropoff in the period. 

Mr. Coutm. It should be 214 billion higher. 

Mr. Brown. If it was $2% billion higher, and we have a $1214 
billion deficit, we will still be in the red 10 billion, will we not? 

Mr. Coto. For the year 1958-59, our = national product should 
be 40 billion above what it was now, if we assume 4 percent unem- 
ployed for that period. 

Mr. Brown. All right, let us take your figures, as a hypothesis. 
Suppose it is, and we have $5 billion additional income, we would 
still be in deficit financing, would we not? The question I am trying 
to get at is whether you think, as an economist—because I have great 
respect for your judgment, sir—whether we can continue deficit 
financing and still prevent inflation and stabilize prices and wages? 

Mr. Cotm. We cannot stabilize the economy by spending more 
money at the expected scale if we go on deficit spending indefinitely. 

Mr. Brown. Than we take in? 

Mr. Cor. In a war situation, or in facing a war situation. 

Mr. Brown. Or in peacetime? 

Mr. Cotm. If in peacetime we are having a deficit because revenues 
are not rising as they ought to rise in a growing economy, then the 
thing to do is to promote expansion in line with our capabilities, 
and the deficit will disappear. 

Mr. Brown. Dr. Colm, we have had a drop in income. The Con- 
gress has passed legislation that will spend more money to help create 
employment, and to do other things to help create employment. The 
very cost of those things is what has helped add to the up-coming 
deficit for this year. The very fact that we have been spending. 

Now, when we create that additional purchasing power, that addi- 
tional employment, we also create additional debt, do we not? 

Mr. Com. Yes, sir; but I feel the deficit caused by the rise in 
expenditures is a minor part. 

Mr. Brown. What is that? 
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Mr. Cotm. That isa minor part of the deficit. 

Mr. Brown. It is still a deficit spending ? 

What is it Samuel Johnson said you take in so much and you spend 
so much, you have poverty and distress and suffering, and if you take 
in so much and spend a little less, then you have comfort and secu- 
rity, and this, that, and the other thing. Is that not true of the 
Federal Government as well as individuals? 

What I am concerned about is, while we are doing these things you 
suggest in having these recommendations for private industries, for 
labor, and so on and so forth, what about our own Federal Govern- 
ment? We are taking about 25 or 26 percent of the people’s income 
now to support the Federal Government, and it seems to be on the 
increase era. taxes seemingly always go up and never go down. We 
may reach a place where there is some question as to what tax burden 
the American people and American industry, and the American wage 
earners, as far as that is concerned, can support. 

Mr. Cotm. I agree with you, Congressman. 

Mr. Brown. I am just wondering if that does not create the demand 
for higher prices all the time, and higher wages, both ? 

Mr. Cota. I agree with you, Congressman. The proposal of deal- 
ing with the cost side of inflation is not a substitute for fiscal and 
credit policies which counteract the old-fashioned demand inflation, 
which we may have again, particularly when facing a war situation. 

Mr. Brown. Do you see any hope as an economist we can budget 
our balance any time soon, and get away from Federal deficit fi- 
nancing ? 

Mr, Cotm. Yes; if we restore full employment, and have a growing 
economy. 

Mr. Brown. As I say, full employment will only restore part of 
the deficit. 

Mr. Cotm. Two-thirds. 

Mr. Brown. Suppose it is nine-tenths of it, you still have a deficit, 
do you not? 

Mr. Com. I know it is not very popular, but one-tenth of the pres- 
ent deficit would not worry me. 

Mr. Brown. Would not what? 

Mr. Cotm. Would not worry me. If we take care of nine-tenths 
of it, then the one-tenth would not worry me. 

Mr. Brown. In the estimated deficit ? 

Mr. Cotm. That may be a very controversial statement, but it hap- 
pens to be my opinion. 

Mr. Brown. Do you think, without the force of law behind it, with- 
out control, without power to do something about it, that the recom- 
mendations of the Board you have suggested, the Review Board, and 
the President, can meet this problem that confronts us, and which is 
a great worry to the Congress as well as people generally, over-ris- 
ing prices and over-rising wages? 

Mr. Cota. If you ask me if I am sure it can meet the problem, my 
answer is I do not know. I can only say this is the best I know to 
try within the system we have, and I trust that it will work, I hope 
it will work. I am not a prophet. 

Mr. Brown. Thank you, Doctor. Off the record. 

(Discussion off the record.) 
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Chairman Dawson. Mr. Fascell. 

Mr. Fasceti. Doctor, what is the wealth of the Nation ¢ 

Mr. Cota. I am bad on remembering figures. 

Mr. Fasceti. Not what it is in money, but what is it? 

Mr. Cotm. The power to produce. 

Mr. Fascetz. The power of each individual to produce, is it not? 

Mr. Coim. Each individual, all of us, because all of us have a 
greater power to produce than the individual. 

Mr. Fascetu. Separately ? 

Mr. Cota. Yes. 

Mr. Fascetu. This is translated into figures which are supposed to 
be the gross national products, is that right, as far as economists are 
concerned ? 

Mr. Fascenx. It is the annual current production of wealth? 

Mr. Fascetu. It is the annual production of wealth ? 

Mr. Cotm. Yes. 

Mr. Fascetzi. Which reflects the total effort of all individuals in 
the country to produce? 

Mr. Coto. The individuals and the organizations. 

Mr. Fascett. Would you say the primary element in a sound econ- 
omy is the ability to increase production ? 

Mr. Coutm. Yes, but I would like to add 2 or 3 words to that: for 
the right purposes. It is not just production, but production for 
what? We may do things which are foolish. 

Mr. Fascexii. Well, give me a for instance. In other words, I am 
not clear in my own mind why there should be a difference in the type 
of production ¢ 

Mr. Cotm. A cliché comes to mind—tail fins—I apologize. I can- 
not think of a better example at the moment. 

Mr. Fasceti. Were you speaking about, for example, production 
for war? 

Mr. Cotm. No. Because, if the Nation as a whole decides that 
this is a high priority national objective, as high as private consump- 
tion, or higher than private consumption, then that is what we are 
bending all our efforts to do. 

Mr. Fascexu. Actually, this would only affect the level at which 
the consumer lives, is that not true? The type of production would 
affect the level at which the consumer lives ? 

Mr.Corm. Yes. 

Mr. Fascety. But it would not affect the total national ability to 
produce, would it ? 

Mr. Cotm. It would not immediately. 

Mr. Fascety. In other words, it does not make any difference in 
what terms gross national product is represented, does it ? 

Mr. Cotm. No difference for what ? 

Mr. Fascetx. No difference in determining whether or not your 
economy is sound. 

Mr. Com. I think an economy is sound if it serves the individuals 
and the national objectives and does it in a manner which complies 
with our value system. 

Mr. Fascetxi. I understand that, but if it becomes a matter of 
national policy, that you have to put the Nation ahead of the in- 
dividual desires, this does not affect your ability to produce, does it? 

Mr.Cotm. No. 
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Mr. Fasce.u. Let us restate it: As long as industry is able to expand 
and hire people, while it might affect our sensibilities and might affect 
our desires, what industry produces does not really change the picture 
of their ability to produce and to hire people, and to give them pur- 
chasing power ? 

Mr. Cotm. Congressman Fascell, I would say in the short run you 
are right. In the long run the distribution does make a difference, 
because we ought to devote a certain percentage to new producers’ 
goods, to research, education, and so on. I cannot entirely divorce the 
distribution of our resources for various purposes from the growth in 
total production, in the long run. 

Mr. Fasceuz. I agree with you. In other words, we ought to have a 
well-rounded effort 

Mr.Cotm. Yes, sir. 

Mr. Fasceti. Well, now, is it not true, then, that if you have this 
picture, the fundamental base of an economy is an expanding produc- 
tion, is that correct ? 

Mr.Coim. Yes. 

Mr. Fasce.y. If within this picture, you have an even increase in 
prices and wages, does that in itself make any difference ? 

Mr. Cotm. Sure, it makes a difference, because some people suffer 
from it, and others do not. You get a redistribution of income, the 
fixed income receiver gets less and others get more. 

Mr. Fascetu. Is not that true under any situation? 

Mr. Coim. Not to the same extent. 

Mr. Fascety. Well, let us put it this way, then. 

Would you not say—would you say that it would not make any dif- 
ference if prices and wages had a proper balance or relationship to an 
increase in gross national product ? 

Mr. Cotm. Pardon ant did not quite get the point. 

Mr. Fascetu. Well, what I am saying is, Do you agree or do you not, 
that if prices and wages maintain a relationship to gross national 
product, it does not make any difference at what level they are? 

Mr. Cotm. What do you mean? I do not understand the relation- 
ship. There is no increase in real production, if prices and wages and 
the gross national product go up 10 percent. Then we have no real 
increase. 

Mr. Fascett. I do not know. That is what I am asking you. 

Mr. Cotm. I do say that what happens to price and wages is of great 
importance. 

Mr. Fascett. Agreed. I agree on that. But what I am saying is, 
it becomes of great importance only when it is out of balance with 
the increase in gross national product; is that not true ? 

Mr.Cotm. Yes: Understand, now. 

Mr. Fascett. Is it not also true that prices and wages today, com- 
pared to gross national product today, is completely relative to prices 
and wages 10 years ago compared to gross national product 10 years 
ago? 

Mr.Cotm. Yes. 

Mr. Fascetu. In other words, there is no way to compare the two, 
actually ? 

Mr. Cotm. That is right. 
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Mr. Fasceixi. Let us talk about deficit spending for a moment. 
Deficit spending, for my purposes, is limited only to the action of the 
Federal Government. 

There are a great many factors that go into what contributes to 
inflation, and so before I go any further I would like to understand 
what your idea of inflation 1s. 

Mr. Cotm. Well, I would say inflation is a price rise that leads to 
more price rises. 

Mr. Fasceiu. Well, is that bad per se? You have to have some- 
thing else added to this example in order for it to have any meaning. 

Mr. Cota. In our system, if we have scarcity in some product, for 
example if we have a bad harvest, and there is a scarcity of wheat—I 
cannot imagine that—then the price of wheat goes up, and wheat is 
not used for fodder, and thereby the demand is cut down, and we get 
anew equilibrium between supply and demand. 

Then the price rise has fulfilled a constructive function. If, how- 
ever, the price rise for wheat causes other price rises spiraling through- 
out the whole economy, then this constructive function is not fulfilled, 
and we have an inflationary move. 

Mr. Fascett. But these forces can no longer take effect in our 
economy, is that not true? These natural forces that bring about equi- 
librium that you are talking about? For example, we produce wheat 
and store it; therefore, this is a factor which would disturb this idea 
you have just expounded. 

Mr. Corm. Congressman, I would say these things do not work 
perfectly well. There are a lot of deficiencies in the market mecha- 
nism, but by and large this is how our economy still works. In many 
ways it works, even though there are big exceptions where it does not 
work, and where we have substituted some other mechanism. 

Mr. Fascetxi. Well, then, let me put it this way. 

What is the proportion to inflation—what is the contribution to 
inflation, proportionatewise, that is made by Government deficit 
spending ? 

Mr. Coum. During World War II and the aftermath I would say 
deficit spending was a major factor, and the cost factors were lagging 
behind, and were not the prime cause. 

Mr. Fascety. Well, now, do you 

Mr. Cot. In the period of, let us say, from 1957 to 1958, inflation 
was not caused at all by deficit spending, because what deficit spending 
we had was a primary result of the recession, and the increase in 
prices we had was either the result of bad weather in Florida or the 
result of increases in costs. 

Mr. Fascetu. We have been trying to do something about the 
weather for years. I think we can agree we are not able to do anything 
about the weather yet. 

Mr. Cotm. Yes. 

Mr. Fascetz. Well, now, you say major factors. Do I interpret 
that to mean more than 50 percent. 

Mr. Cotm. Well, for 1957 and 1958 I would say 100 percent. There 
was no demand inflation. 

Mr. Fascett. How about the increase in the cost of carrying the 
national debt ? 
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Mr. Cota. I do not think that enters into the causes of inflation at 
this time. That is one of the expenses of Government which are 
financed by taxes. 

Mr. Fascetu. Well, does not any expense—according to our discus- 
sion here, does not any expense of Government add to the deficit? It 
must. If the cost of carrying the national debt is a governmental 
expense, then the increased cost of carrying that national debt is an 
added expense. 

Mr. Cotm. Under the conditions of 1957 and 1958, I do not think 
Government spending caused inflation. 

Mr. Fascetx. I understood that. 

Mr. Cot. If we are carrying the national debt as a part of the cost 
of Government, it would not enter the picture at this time. 

Mr. Fasceti. Except we have had an increase of $7 billion over 
the past several years ? 

Mr. Cotm. Which is an item going down in 1959. 

Mr. Fascetx. I am trying to reconcile your theory about the natural 
forces of market conditions acting as a constructive measure to deal 
with inflation, and your proposal we have a board to deal with prices 
and wages. 

Mr. Cotm. May I put it this way, Congressman? I recognize the 
validity of your question. We are living in an economy, where noth- 
ing is black and nothing is white. Weare living in an era where busi- 
ness has a considerable margin within which the price can be set. The 
margin is determined largely by substitute product. The steel price 
cannot be set at the point where other materials are coming in. It is 
external competition, not within steel, but steel with other products. 

So within a pretty wide margin, there is judgment by business. 

I think by and large—I know this is not very orthodox—the price 
in certain industries has been set below what the traffic will bear, be- 
cause there were considerations of public policy and so on. Then 
comes the situation, for instance, a wage increase, and they say, now, 
let us raise the price, because we can blame it on the wage situation in 
timing the price rise there is a public-relations policy involved. With- 
in the margin of decision making, the price is not determined by supply 
and demand in classical fashion. If it goes up by 20 percent, they 
would price themselves out of the market. But they can go up per- 
haps by 10 percent without much harm. That is largely done on the 
basis of what appears acceptable without getting into congressional 
investigations. 

This proposal may add to the weight given to these existing consid- 
erations of public policy. Business and labor are put on notice that 
excessive increases In prices or wage demands may get them in trouble 
with the President and Congress, and so on and so on. They are all 
dependent to a large extent on public opinion today. I am speaking 
of the large unions and the large corporations. 

Therefore, within this margin of decision, I think a proposal of the 
kind Congressman Reuss has made, or that I have supplemented, has 
a chance of a considerable effect. 

Mr. Fascety. I am wondering about this, Doctor. Is there enough 
margin and flexibility in private industry in the determination of 
prices and wages that they will, in themselves, without too great a 
rise, or too great a dip, establish a proper relationship to gross national 
product, so as not to be injurious to our national economy ? 
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Mr. Cotm. Sir; I would say that our basic philosophy is that people 
by following their well-understood self-interest are promoting the 
eneral welfare. This philosophy, even though it is basic has serious 
imitations—the proposal before you, I would say, tries to reconcile 
the justified self-interest of business and labor with the public interest. 
What the public interest requires would be considered in relationship 
to the desirable growth in production and other factors. That means, 
present price or wage or a smaller increase and higher wages, but the 
present price or wage or a smaller increase will give them a satisfactory 
return for management and for labor. A higher increase might run 
counter to the public interest. By the proposed procedure the public 
interest may become a power factor, a real force in the picture, influ- 
encing the decision by business and labor. 

Mr. Fasceizt. Well, I understand that it would, and I can see that 
it would. Obviously, you think it would be a great enough force, or 
at least it is worth an effort to do something about it, rather than 
having direct governmental power determining the relationship of 
prices and wages to gross national product ? 

Mr. Cotm. Definitely, yes; that is my opinion. 

Mr. Fasce.t, That is all I have, Mr. hairman. 

Chairman Dawson. Mrs. Granahan. 

Mrs. GRANAHAN. No questions, Mr. Chairman. 

Chairman Dawson. Mr. Reuss. 

Mr. Revss. Just a couple of short questions of Dr. Colm. 

Various organizations or individuals who have submitted comments 
on this legislation, including the Chamber of Commerce of the United 
States, have made this point, that the act’s objectives, as stated in the 
legislation, now include that those objectives are to be achieved in a 
manner calculated to foster and promote free competitive enterprise. 
The United States Chamber of Commerce goes on to say it is difficult 
to see what is meant by free competitive enterprise if voluntary re- 
straint is to replace competition as the regulating and disciplining 
force, and therefore they go on to oppose the suggestion made in 
H. R. 12785, that there be an attempt to coalesce public opinion against 
inflationary price or wage increases. 

Mr. Cotm. The chamber of commerce were entirely right, if what 
they say the bill actually did; namely, that voluntary restraint would 
replace competition asa regulatory force. 

n my interpretation, the bill does not say anything like that, but 
rather modifies decisions within a margin left by the competitive 
forces. Nobody wants to ap competition. Every Government 
policy in a way interferes with the classic mechanism of free competi- 
tion, by letting every individual make his own decisions limited by 
nothing except competition. 

Then no policy would be in accord with this provision of the Em- 
ployment Act. I interpret that provision that whenever various 
methods are available for accomplishing the objectives, Congress 
an to give preference to the method which involves the least inter- 

erence but accomplishes the objective. I think a proposal which 
avoid prices and wage controls and tries to strengthen the appeal to 
self-restraint, that proposal is entirely within the spirit of that par- 
ticular provision of the Employment Act. 
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Mr. Reuss. My other question has to do with the first proposal of 
H. R. 12785; namely, that the President include recommendations on 
monetary and credit policy in his economic report, and in his supple- 
mentary reports. 

That proposition has been opposed by, among others, the Federal 
Reserve Board, on the ground, among others, that monetary and 
credit policies are more fleeting, more subject to change, than other 
economic policies, and hence do not belong in the President’s annual 
economic report or in his periodic supplementary reports. 

Would you comment on that? 

Mr. Cotm. The answer of the Chairman of the Federal Reserve 
Board of Governors suggests that the economic report deals only with 
long-term economic development, and that the Federal Reserve deals 
with the short-term fluctuations. I see in the Employment Act no 
basis for that statement. The President’s reports are not limited to 
long-range considerations. Nor do I believe that monetary policy 
serves only short-term purposes. 

In the actual performance, from 1947 to 1958, both long-term and 
short-term problems were dealt with in accordance with the law in 
the President’s report and in the reports of the Joint Economic Com- 
mittee. I see no basis in law for making that distinction that long- 
term affairs belong to the economic report and that short-term fluctua- 
tions are entirely within the decision of the Board of Governors, as 
stated by Mr. Martin. I would object to both aspects of this 
proposition. 

Mr. Reuss. Is it not also true that tax decisions, spending decisions, 
and various other economic decisions of the Federal Government that 
are included, all agree, within the purview of the economic report, 
may need to be altered and changed throughout the year ? 

Mr. Coto. Yes. 

Mr. Reuss. And that they too may be either short term or long 
term ? 

Mr. Cotm. Yes, sir. We have a very dramatic example, a very 
successful example, for which I think Congress should be congrat- 
ulated, namely, what has been done in the housing field, which had 
a very immediate short-run effect. Congress acted a few months ago, 
and we see the effects in the figures today. It was one of the most 
successful attempts to influence short-term economic fluctuations, 
entirely within the spirit of the act. 

Mr. Reuss. So you see nothing about monetary and credit policies 
so hard to get hold of, so fleeting, so puckish, if you will, as to exempt 
it from the Presidential duty of thinking about it and recommending 
about it? 

Mr. Cotm. No, sir. As long as it is understood that the Federal 
Reserve Board does not have to wait for the President’s Economic 
Report if conditions have changed since the last report was issued. 

Mr. Fascetu. They will not. 

Mr. Cotm. What I am proposing here is that the President does not 
have the exclusive right to make recommendations on the credit and 
monetary policy, but he has the right and duty to make such recom- 
mendations when he sees the need for a change in the economic situa- 
tion. That does not mean no action can be taken without that 
recommendation. 
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Mr. Reuss. Thank you, Dr. Colm. That is all, Mr. Chairman. 

Chairman Dawson. Thank you very much, Dr. Colm. 

Mr. Cotm. Thank you, Mr. Chairman. 

Chairman Dawson. Just a minute, Doctor. Mrs. Harden. 

Mrs. Harpen. Mr. Chairman, I deeply regret it was impossible for 
me to be here and hear all of the doctor’s testimony. I have no 
questions. 

Chairman Dawson. Thank you, Doctor. 

The next witness will be Seymour Harris, professor of economics 
at Howard University. 

Would you like to file your statement and then we will go over 
it later and read it later ? 

Mr. Harris. That would be fine, Mr. Chairman. 

Chairman Dawson. Your statement will be received and noted at 
this point. 

(Mr. Harris’ written statement is as follows :) 


STATEMENT oF SEYMouR FE. Harris, PROFESSOR OF ECONOMICS, HOWARD UNIVERSITY 
THE PRESIDENT VERSUS THE FEDERAL RESERVE ON MONETARY POLICY 


Summary 


Congressman Reuss, the sponsor of H. R. 12785, deserves the support of all 
those who want to make sense of the Employment Act of 1946. Now, 12 years 
after its enactment, the managers of our monetary system still are largely out- 
side the operations of that act. 

The Federal Reserve Board still insists upon its independence, and the Presi- 
dent, responsible for a well-integrated economic policy which should give us 
maximum employment and output consistent with a high level of stability, not 
only fails to suggest policy in the monetary field but even insists upon the de- 
sirability of a system which allows and encourages one policy in the monetary 
field and another in nonmonetary fields. 

Congressman Reuss, by recommending that the President should take some 
initiative in the monetary field, proposes a large step toward integration of 
policies. 

By insisting upon its independence the Federal Reserve has not only failed 
to make its maximum contribution but has encouraged other agencies and 
departments to move in many directions at the same time. Obviously an inde- 
pendent Federal Reserve also means an independent Treasury, an independent 
Housing Agency, ete. 

In the last 6 years this country has witnessed an epidemic of disastrous 
errors—in no small part due to failures of integration. 

In 1953, Secretary Burgess, overimpressed by academic discussions when out 
of power, pushed through a costly high-money policy that demoralized the bond 
market and helped bring on a recession. The Federal Reserve mildly acquiesced. 

In 1956-57, the Federal Reserve introduced an anti-inflationary policy which 
the other agencies frowned upon, but did not stop. 

In the midst of the peak of the anti-inflationary period, the Treasury, despite 
its fear of short-term debt, issued billions of short-term issues. Had the inde- 
pendent Treasury been willing to cooperate with the independent Federal Re- 
serve, it would have sold long-term issues and thus raised long-term rates—in 
accordance with the high money rate policies of the Federal Reserve. But per- 
haps the Treasury was annoyed with the dear money policy which had hit first 
and foremost the market for Government securities. 

In 1958, belatedly the Federal Reserve introduced a modest cheap money 
policy. What did the independent Treasury do? Issued billions of long and 
intermediate term issues. When the Federal Reserve tries to cheapen money, 
the Treasury makes it more expensive and vice versa. 

Similarly with all the other government credit agencies—they expand from 
1952 to 1957 irrespective of whether the Reserve wants dear or cheap money. 

One wonders if Messrs. Martin, Humphrey, Anderson, Cole (Housing), Burns, 
and Saulnier were (and are) on speaking terms. (I realize that some of these 
gentlemen frequently were at odds with the Federal Reserve. ) 
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The test of the pudding is in the eating. The independent Federal Reserve 
and the independent Treasury and the hands-off White House succeeded in 
giving the Nation not only a recession but a recession accompanied by a sub- 
stantial inflation. This is unique. 

High money rates contributed to the recession, costing so far about $50 billion. 
But the inflation continued. The confidence in monetary policy was so great that 
fiscal policy was not used to deal either with inflation or later, when monetary 
policy was eased, with the recession. 

Fortuitous developments—the elastic tax system provided in the thirties and 
forties, the transfer payments under the social security program, the national 
security crisis, the rise of State and local government outlays—these bottomed 
the decline; but the recovery is too slow because of the failure of inaction. 

Why does the Congress support the independence of the Federal Reserve? The 
theory is based on a bygone period when monetary policy was the exclusive 


weapon, when Government assumed little responsibility for the economy, when 
the 1946 act had not been born. 


THE PRESIDENT VERSUS THE FEDERAL RESERVE ON MONETARY POLICY 


I am chairman of the economic department at Harvard University, though, of 
course, I am speaking for myself only. I am also a vice president of the American 
Economie Association and author of some 30 books and editor of the Review of 
Economics and Statistics. Since about 1950 I have testified at least a half a dozen 
times before the Senate Banking and Currency Committee, the Joint Committee 
on the Economic Report, and the Senate Finance Committee on problems of this 
kind. My writings include a two-volume study of the Federal Reserve System as 
well as some books on inflation and related subjects: 


1. The central problem 


Clearly, there is something wrong with our economic policy. In the last few 
years we have achieved neither price stabilization nor maximum output. The 
failures are due, I believe, in no small part.to the inability or unwillingness to 
integrate monetary and other economic policies. According to the Employment 
Act of 1946, the President is responsible for maximum employment, maximum 
output, and purchasing power, but he has been most reluctant to make any 
suggestions about monetary policy. 

This failure to integrate may have been acceptable many years ago; but it is 
no longer acceptable. The theory of the Independence of the Federal Reserve goes 
back to a day when the Government’s responsibility for the economy was rather 
primitive. Now we have many additional sharp weapons for economic control, 
and we cannot allow the Federal Reserve to move in one direction and other 
agencies and departments to move in another. 

This is the crucial problem which Congressman Reuss is trying to cope with 
by sponsoring H. R. 12785. 


2. The independence myth 


In the last few years the Federal Reserve has been under attack for its policies. 
Indeed, the Federal Reserve deserves much credit for showing much courage in 
trying to cope with inflationary policies. In fact, the Federal Reserve showed 
more courage in the last few years than in the famous inflationary period of the 
late 1920’s. But with equal candor I must say that these policies have not 
been successful, and they often have not been wise. Smarting from these 
attacks, the Federal Reserve and its defender, the President, have time and 
again in the last few years proclaimed the Independence of the Federal Reserve. 

In the 1957 Investigation of the Financial Condition of the United States before 
Senator Byrd’s Committee on Finance, the Chairman of the Federal Reserve 
Board, Mr. Martin, put the issue as follows (hearings, 111, p. 1258) : 

“This question of independence has been thoroughly debated throughout the 
long history of central banking. On numerous occasions when amendments to 
the Federal Reserve Act were under consideration the question has been reexam- 
ined by Congress, and it has reaffirmed its original judgment that the Federal 
Reserve should be independent—not independent of government but independent 
within the structure of government. That does not mean that the Reserve banking 
mechanism can or should pursue a course that is contrary to the objectives of 
national economic policies. It does mean that within this technical field in 
deciding upon and carrying out monetary and credit policies it shall be free to 
exercise its best collective judgment independently.” 
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I am not sure exactly what this means. It is clear that in 1956 the Treasury 
Department and the Council of Economie Advisers were frequently in disagree- 
ment with the Federal Reserve. Who was deciding the objectives of national 
economic policies? Clearly, the 1946 act provided for maximum employment and 
output, and surely the Federal Reserve policy was not consistent with these 
objectives. 

Indeed, in the war period and up until 1951 the Federal Reserve was largely 
under the control of the Treasury and the President. Surely during this period 
there was little talk about independence so far as policy was concerned, though 
there were protests from the Federal Reserve. One may go even further and say 
that during this period the Treasury may have had too much authority over the 
Federal Reserve and may have contributed toward lower interest rates more 
than was good for the economy. Indeed, the accord of 1951 to some extent 
eorrected this situation. But it is a mistake to assume that the accord of 1951 
meant that the Federal Reserve was now free to do as it pleased. 

Current policies seem to me to be unwise. Indeed under the pressure of events 
the President has now introduced informal meetings among relevant govern- 
mental agencies inclusive of the Federal Reserve Board, but we can only judge 
the results of these meetings by the events; and I shall show that the policies 
seem to be strangely inconsistent. In hearings before the Joint Economic Com- 
mittee (Monetary Policy, 1955-56, pp. 2 et seq.), Elliott V. Bell, editor and 
publisher of Business Week, presented a strong case for a more integrated policy 
between the Federal Reserve and other agencies of the Government. He pointed 
out that the control of money was in the hands of Congress and not the Federal 
Reserve and that Congress had merely delegated the administration of this 
power to the Federal Reserve. He said, “The United States is, I believe, the 
only country in which the central bank is not owned outright or controlled 
directly by the political government,” and “We must always be alert, however, 
to the danger that considerations dictated by the private interests may come to 
influence the decisions of the Reserve authorities.” 

Mr. Bell went on, “I venture * * * to suggest the desirability of a national 
economic council which would function in respect to economic policies somewhat 
as the National Security Council functions with respect to defense policies. 
In some quarters this suggestion has been misinterpreted as an assault upon 
the independence of the Federal Reserve System * * * that independence, as I 
see it, simply means that the Federal Reserve must not be compelled in peacetime 
to use its credit-making power to facilitate the Treasury’s financing needs as was 
done in two world wars.” 

In response to criticism of this type, the President introduced his informal 
monetary or economic conferences. 

Indeed we may be critical of the Treasury for excessively cheap money policy 
in the 1940’s and particularly in the early postwar period. But may we not be 
even more critical of the Federal Reserve in recent years for asserting its inde- 
pendence and not giving adequate consideration to the problems of Federal 
financing? 

May I quote here what I said to the Byrd committee on April 24 of this year: 
“This restrictive monetary policy had unfortunate effects on other counts. It 
amounted to an induced desertion of the Government security market. Whereas 
in the years before the 1951 accord the charge was made that monetary policy 
was subservient to the Treasury, in 1956-57 the monetary authorities could be 
criticized for introducing a policy which largely abandoned the interests of the 
Treasury. 

“Thus from 1954 to 1957 financial institutions under pressure of induced higher 
rates and unavailability of credit, disposed of $19 billion of public securities. 
Purchases of $15 billion by Federal agencies, State and local governments, and 
individuals, ete., required a substantial drop in prices, that is, a large increase in 
rates that increased the annual cost of financing the debt by $1 billion in 3 
years, or about 15 percent.” 


8. Independence or integration? 


The Federal Reserve has put up a strong fight for its independent position. 
But if the Federal Reserve is more independent, one can be sure that other 
agencies and departments of the Federal Government will be more independent. 
For example, in 1953 the Treasury introduced a vigorous dear-money policy. 
Mr. Burgess had been very much impressed by the writings of academic men 
including his own of the desirability of a free Government bond market. He 
had hardly come into office when he introduced his 314 percent long-term bond 
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rate which demoralized the bond market and required a hasty retreat. Here the 
Federal Reserve acquiesced, but one does not know with what reluctance. 
Here the Treasury independence was forcing the hand of the Federal Reserve. 

Or consider the Treasury policies in 1957 and 1958. In the middle of 1957 the 
Federal Reserve was working hard at its anti-inflationary policy. This means 
a policy to raise interest rates and cut down the amount of borrowing and 
increase the amount of savings. The objective is higher interest rates. What 
did the Treasury do? Did the Treasury issue long-term securities—considered 
the proper policy in such a period? The objective of issuing long-term securities 
is to raise the rate of interest; in other words, increase the supply and the rate 
of interest goes up. Instead of issuing long-term securities, consistent with its 
long-run objective of reducing the floating debt, the Treasury nullified to some 
extent the effects of Federal Reserve policy by issuing short-term securities. 
Here is a direct conflict between the independent, Treasury and the independent 
Federal Reserve. 

Again in 1958 the Federal Reserve had reversed its policy and had introduced 
a modest cheap-money policy. What did the Treasury do? Did it issue short- 
term securities so that the interest rate should not rise? Indeed it did not. It 
concentrated heavily on long-term and intermediate securities, with the result 
that the Federal Reserve's efforts to bring down the rate of interest were nulli- 
fied to some extent by the Treasury policy of competing with the private market 
and issuing large quantities of relatively long-term securities. 

Another argument against the independence theory is that independence sug- 
gests power, and, therefore, an excessive attention to monetary policy. There is 
no doubt about it but that the present administration has not used fiscal policy 
effectively or adequately. This may in part be due to a prejudice against our 
modern developments. But it is also the result of overemphasizing the inde- 
pendence and authority and power of the Federal Reserve. 

Congressman Reuss is quite right to emphasize this failure to use fiscal policy 
as being related to the unacceptable theories of independence. 

I can only summarize this issue of independence by raising the following ques- 
tion. Why does the Congress support the independence of the Federal Reserve? 
The theory is based on a bygone period when monetary policy was the exclusive 
weapon, when Government assumed little responsibility for the economy, when 
the 1946 act had not been born. Now independence means failure to use all 
available weapons and a failure to introduce the degree of cooperation that is 
necessary to achieve the objectives of the 1946 act. 


4. Relevance of the Reuss bill 


Impressed by the failure of the President to recommend in the area of mone- 
tary and credit policy in his Annual Report to the Congress on the Economic State 
of the Nation. Congressman Reuss proposes that the President should assume 
this responsibility. This seems to the speaker a sensible program. We would all 
agree that the Government should use all possible weapons in order to control the 
economic situation and achieve the objectives of the 1946 act. That also means 
monetary and credit policies. If monetary and credit policies are important 
weapons of control, then the President should have the right to make recommen- 
dations in this field as well as in others. Current practice is remindful of the 
physician who is proposing therapy for the patient with a heart attack. He pro- 
poses therapy in numerous fields, but he says that the problem of reducing calorie 
intake is the problem of the dietitian and therefore he would make no recom- 
mendations in this area. There is no more sense in the current policy than there 
would be if the diagnostician or the heart expert took this particular position. 

This failure to make recommendations in this area, and giving the Federal 
Reserve complete independence have resulted in an excessive emphasis on mone- 
tary policy and a growing feeling that monetary power is more potent than it 
really is and, therefore, in a failure to use alternative weapons of control. This 
failure to use fiscal policy especially may be the result of the difficulties of the 
agencies and departments to keep up with modern economic trends, but it is 
undoubtedly also related to the extreme emphasis on the great powers of the 
Federal Reserve and the need of allowing these powers to be used in an independ- 
ent manner. 


5. Independence and the inadequacies of policies 


Objections to Federal Reserve policy and its independence would not be so 
great if one could agree with the objectives of this policy and with the effective- 
ness of its operation. The administration (and especially the Federal Re- 
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serve) is excessively concerned with inflation even in the midst of a recession. 
In fact, this has been the policy of the administration over the years. But we 
all realize that there are other objectives of economic life. Indeed, we must 
keep inflation down as much as possible, but we also must have growth and we 
must have fair distribution. In an article in the British Economic Journal of 
March 1958, I wrote as follows: “Their [that is, the administration] No. 1 prob- 
lem is inflation. Indeed, Mr. Martin and others suggest that they have a respon- 
sibility for growth. But what they emphasize now is the need of containing or 
even stopping the inflation. Martin sees little hope of a creeping inflation not 
turning into a more violent inflation. The job of the Federal Reserve, in his 
view, seems to be to stop any inflatian. At present Mr. Martin and other mem- 
bers of the administration are seeking congressional support for a clear-cut 
mandate that stabilization of the currency should be a fundamental objective 
of policy. But on other occasions when Congress wished to thrust upon the 
administration or the Federal Reserve the objectives of a stable price level, 
the Federal Reserve has protested on the grounds that they were not capable 
of stabilizing the price level. Now they seem to have come out for such a respon- 
sibility to be imposed on them by Congress.” 

Inflation is a disease that should be controlled as much as possible. But it is 
not a question of white or black. A 1 percent inflation and a 10 percent rise 
of output is good policy, and a 10 percent inflation and a 1 percent rise of output 
is bad policy. 

If we object to the objectives of the administration and the Federal Reserve, 
we also object to the weapons that have been used. Altogether too much confi- 
dence has been placed in monetary policy. A policy which aims to increase the 
rate of interest is bound to have a serious effect on employment and output 
because businessmen compare the rate of interest they have to pay and the 
profits they expect to make. If the rate of interest rises, profit anticipations 
decline. If the correct policy is an anti-inflationary policy, it would be much 
better to depend upon fiscal policy to a much greater degree. In other words, 
keep the rate of interest down to encourage investment and then deal with the 
problem of inflation through spending and tax policy, and especially the latter. 

In this connection, we should note the glaring inconsistencies of Federal policy. 
On the one hand the Federal Reserve tries to control inflation through the use 
of the rate of interest. At the same time the Federal agencies keep expanding 
their loans and guaranties and put more and more burdens on State and local 
governments which finance their needs through regressive taxes. These taxes, 
in turn, have a serious effect on the price level and would not have nearly as 
serious effect if the obligations were undertaken by the Federal Government. 

Even in the monetary field the Federal Reserve has failed to use its weapons 
effectively. Why the concentration on bills rather than on the purchase of 
bonds? If the objective is to influence the rate of interest, the most effective 
approach is to operate on the long-term rate of interest; that is, through the pur- 
chase and sale of Government bonds by the Federal Reserve. Yet the Federal 
Reserve, despite the opposition of President Sproul, has insisted upon bills as 
the only policy. This in part explains the failure of the long-term interest rate 
to come down as rapidly as it might otherwise might have during the recession 
period. As far as I can gather, the main reason for this policy is that the Fed- 
eral Reserve does not want to interfere with the free market forces in the bond 
market. This may be embarrassing to dealers. But, after all, the control of 
the whole economy is much more important than is the market conditions for 
the bond dealers. 

One is also impressed by the fact that in the recession period the Federal 
Reserve was slow to deal with the recession. Discount rates rose even after it 
was clear to most that the economy had been moving sideways or even worse 
for quite a long period. The reversal of policy came after several months of 
declines. What is more, for almost a year after the initial decline the reserves 
of member banks were roughly unchanged. 

It would be well to compare our recent policies with those in the years 
1930-32 when the Federal Reserve was supposed to know very little about some 
of these issues. Yet from 1930 to 1932 the Federal Reserve increased its hold- 
ings of Government securities by $1.7 billion, or by about 250 percent. A corre- 
sponding increase in 1957-58 would have involved an increase of about $55 billion 
to $60 billion of public securities held, not one of a few hundred million dollars. 
We are, of course, not proposing such increases. But why did not the Federal 
Reserve at least increase the reserve of member banks by an additional billién 
dollars? 
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We can present many reasons for the failure of monetary policy. The first 
one is of course the reluctance to use fiscal policy as a complement or even as 
the major weapon. A second factor was the continued rise of wages and prices, 
sometimes in excess of the increase suggested by rising productivity, and some- 
times the rise of prices exceeding the increase to be suggested by the increase of 
costs. The third factor was the failure to deal with the intermediaries. Despite 
the long discussion before the Byrd committee, the administration never came 
up with an answer to the problem of the intermediary. Obviously with the 
intermediaries expanding their assets more rapidly than the commercial banks, 
the control of the economic system through monetary policy is endangered unless 
measures are found to deal with the intermediaries. Yet the Federal Reserve 
has been remarkably silent on this issue. 

In 1954 to fiscal 1957 there was a rise in loans and investments of Federal 
agencies from $15.5 billion to $18.4 billion and in guaranties and insurance from 
$40.5 billion to $57.8 billion. For fiscal year 1958 the respective figures are esti- 
mated at $19.6 billion and $65.5 billion. These figures are from the 1958 budget, 
page 1106, and earlier budgets. Indeed, in the hearings before the Senate Finance 
Committee on savings and bond interest rate increases in 1957. Secretary 
Burgess admitted that the increase of assets of commercial banks had been only 
one-half as large as for life insurance companies, and only one-sixth as large 
as for saving and loan associations (see the hearings, p. 32). 

A fourth factor was the liquidity of business. Control of monetary supplies 
does little good if the intermediaries can expand and if business by using its 
Own resources can expand to a substantial degree. 

All these factors point to the relevance of the rise of banking debits, an index 
of the activity of money as against the rise of money. From 1952 until 1957 the 
rise in supply of money was 7 percent, but the rise of banking debits was 40 
percent. 

A final point relates to the incidence of the higher money-rate policy. This 
problem has been discussed by many, inclusive of the writer on numerous 
occasions. I should only say here that on the whole the large corporation is in a 
better position to withstand the increase in the rate of interest than many other 
borrowers. This is particularly true, for example, of the school districts which 
are embarrassed by the increase in the rate of interest, an increase that affects 
them much more than other borrowers, and also the effects on small business are 
often rather unfortunate. 

We conclude, therefore, that on the basis of the objectives, the failure to use 
all weapons adequately, and in view of all the obstacles to monetary policy, 
the Federal Reserve policy has not been successful, and it therefore should be 
part of overall policy and should not receive the independence that it and the 
President apparently desire for it. 

The powerful Bank of England long ago recognized that it could not operate 
independently and that the potency of its instruments had been considerably 
dulled by fiscal policy. It is time for the Federal Reserve to make similar 
admissions. If control is only a part of the market and it is unable to cope 
with such factors as wage and price policy in any clearly effective manner, 
its failure to deal with the intermediaries only accentuates the difficulties. 


6. Recent policy and the theory of independence 


What I propose to do in this section is to consider recent policy in relation to 
the achievements. Certainly what has happened does not give strong support 
to the theory that independence of the Federal Reserve is the way out. 

For about 10 months the country experienced a moderately serious decline. 
The loss to the economy is in the order of $50 billion. Throughout this period 
the administration has taken the position that it would be unwise to cut taxes 
or to increase spending in any serious way in order to deal with the recession. 
The view of the administration has been that the upturn will come without 
that kind of intervention. Indeed there has been some retiming of expendi- 
tures and under the pressure of the international situation security plans have 
been broadened or expanded. But at least through the second quarter of 1958 
the contribution of the Government toward either tax cuts or increased spending 
to contend with the recession have been minimum. In addition, the Federal 
Reserve, terribly concerned about the future inflation, has been reluctant to in- 
troduce a really vigorous cheap-money policy which might have brought the 


rate of interest down much more and therefore have contributed toward an 
earlier upturn. 
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As I write these lines, in July 1958, it seems clear that the recession has 
bottomed. The administration may take some consolation from this, but it does 
not solve the fundamental problem, namely that by earlier intervention the 
Nation may have been saved $4 billion a year and perhaps 750,000 man-years of 
jobs per month. 

What is the explanation of this failure of the administration to take the 
advice of the vast majority of economists on the appropriate policies? 

Undoubtedly one factor is the lack of confidence or understanding of fiscal 
policy. In 1953-54, economists were overjoyed that the administration by re- 
ducing taxes substantially had contributed toward a recovery. But the econ- 
omists were too quick in giving the administration credit. As we look back, we 
understand that the reduction of taxes offset the unfavorable effects of re- 
duced spending and that the tax cut was not in response to the acceptance of 
modern fiscal policy but rather primarily to fulfill a promise that under the 
Kisenhower administration taxes would be cut. Since 1954 it has been clear 
from innumerable statements by Secretary Humphrey that the administration 
did not take modern fiscal policy seriously. They seemed to be absolutely 
ignorant of the fact that a substantial reduction in taxes by stimulating spend- 
ing, consumption and investment both would increase income sufficiently so 
that the net deficit might be reduced rather than increased. This is a hard 
message to get across. 

indeed as Senator Bush argues in reply to a letter of mine of May 29 in 
the Washington Post of June 11, the Democrats to some extent are responsible 
for this failure to cut taxes. But it should be noted that on the crucial Douglas 
amendment of June 20, Democrats voted 18 in favor of cutting taxes substan- 
tially and 19 against; the Republicans vote was 2 for and 36 against. And for 
the amendment to repeal the 10 percent tax on local telephone service, the 
Democrats voted 19 in favor and 18 against; the Republican vote was 13 in 
favor and 25 against. The Democrats seem to have moved further in the di- 
rection of appropriate fiscal policy than the Republicans have. What then has 
brought about the end of the decline as now seems likely, though we may also 
expect a very slow recovery because the administration has not taken suf- 
ficiently aggressive measures? 

The answer lies in small part in a favorable monetary policy through one that 
was not sufficiently vigorous and aggressive. But the major issue is what has 
offset the very marked decline of private investment inclusive of the decumula- 
tion of inventories at any unprecedented rate. These declines in spending must 
be offset elsewhere in the economy. In the second quarter of 1958 the rise of Gov- 

ment spending was still negligible and most disappointing. But there have been 
a number of fortunate events. The first is the increase of transfer payments 
which has kept up the spending of the masses of the population. This is of 
course the result of legislation in the 1930’s and 1940's to deal with issues of social 
security. Another factor of importance has been the continued expansion of 
local and State expenditures. This in the long run is likely to have serious 
effects, but temporarily it has helped to bolster the economy. Another factor 
has been the improvement in the housing situation, the result in part of legislation 
by the Congress that went beyond the recommendations of the President. Another 
favorable factor has been the large increase in Federal payrolls which may con- 
tribute toward a rise of Federal spending of the order of $3 billion in the third 
quarter. Here again the security situation is a factor of some importance. 

Recovery then has resulted in part from the increase of pay and the expansion 
of our defense program but there does not seem to be any great prospects of a 
large recovery in private spending inclusive of investment. In fact, invest- 
ment may continue to decline for quite a time. 


STATEMENT OF SEYMOUR E. HARRIS, PROFESSOR OF ECONOMICS, 
HOWARD UNIVERSITY 


Mr. Harris. I am sorry Congressman Brown is not here. I suspect 
he would not approve of every statement I make here. 

Chairman Dawson. Yes. 

Mr. Harris. Mr. Chairman, I appreciate very much the privilege 
of being here with this very able and influential committee. 
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I might say on this particular issue I have testified at least 5 or 6 
times before the various committees of the Congress, and I would like 
to perhaps repeat some things that I said before and perhaps say a few 
new things. 

Now, in a general way, I think we have had a failure of policy in 
recent years, and I think that this failure of policy is the result in no 
small part of this general idea that the administration itself does not 
take any responsibility for monetary policy. 

I think this is rather unfortunate, and if you go back to say the 
1930’s—before the 1946 act was passed, there would be a good deal to 
be said, perhaps, for this general viewpoint. 

But when you consider the economic responsibilities of the Govern- 
ment and when you consider that monetary policy is not the only 
weapon, but we have new and more powerful weapons to be used, and 
when you consider there must be some integration of these policies, 
I think we would be inclined to agree that the idea that the Federal 
Reserve or monetary policy is something apart from the administra- 
tion, is a great mistake. 

I am very much interested in what Dr. Colm said about the act of 
1946, because he was one of the people who had a good deal to do 
with the original legislation, and ft am glad that his interpretation is 
that the President does have some responsibilities to make recom- 
mendations on monetary issues. I think that Congressman Reuss is 
quite correct in pointing out the President has not adhered to these 
responsibilities, and I think partly because of his strong view that 
the Federal Reserve should be an independent agency. 

Now, of course, if you go back to the war period, and even up to 
1951, it is quite clear that the Treasury had a considerable amount of 
influence over policy, and I think in some cases the Treasury made 
the mistake of keeping the rate of interest too low, because of the need 
of selling Government securities, and perhaps supported policies that 
were not especially helpful for the Nation. At tbes they were poli- 
cies where the Government interest may have accounted for too much. 
I think this in part explains the 1951 accord between the Treasury 
and the Federal Reserve. 

I fee] equally, should we get into a more serious state of interna- 
tional relations, that probably again the Treasury will take command 
and pretty well have as much influence as they had in World War II 
and the immediate years after the war. 

I think it is awfully difficult when you have a major crisis of this 
kind for the Government not to take over, and sometimes perhaps 
influence policy altogether too much from the viewpoint of broad 
overall interest of the Nation. 

Now, if you look at this problem of independence, I have a quote 
here on page 4, which comes from a statement I made before the 
Byrd committee just a few months ago, probable less than a few 
months ago; excuse me, this is a comment that Mr. Martin made, I 
will come to my own comment later. 

Mr. Martin said in a general way that we must have independence 
for the Federal Reserve. He said—I might start off by saying the 
Federal Reserve has shown great courage in the last few years in 
trying to cope with inflationary policies, and I think they deserve a 
lot of credit for this, but with equal candor I must say these policies 
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have not been successful and they often have not been wise. Now, 
when Mr. Martin, before the Byrd committee, was asked what he 
meant by independence he said, at that time, in 1957, and I quote: 

This question of independence has been thoroughly debated throughout the 
long history of central banking. On numerous occasions, when members of the 
Federal Reserve Act were under consideration the question has been reexamined 
by Congress, and it has reaffirmed its original judgment that the Federal Re- 
serve should be independent—not independent of Government, but independent 
within the structure of Government. This does not mean the Reserve banking 
mechanism can or should pursue a course contrary to the objectives of the 
national economic policies. It does mean within this technical field decided on 
and carrying out monetary and credit policies it shall be free to exercise its best 
collective judgment independently. 

I am not sure what that really means. If you look at the history 
of this period, it is not clear what it means, because what Mr. Martin 
issaying is he is not going to undertake policies that are contrary 
to the objectives of the national economic policies, but if the Govern- 
ment, for example, decides on its national economic policies, then the 
Federal Reserve does pretty much as it pleases. It was quite clear for 
example in much of 1956 the Treasury did not approve of Reserve 

olicies, and that the Council and Economic Advisers did not approve. 

Jhat Mr. Martin is really saying is, government decides on policies, 
we interpret it as we please, and we do what we please, and the Presi- 
dent has no right to tell us what to do, and as a matter of fact the 
President is very careful not to tell the Federal Reserve what to do. 

I think from that viewpoint it is very important the President be 
apprised of his responsibilities in this field, and since there has been so 
much disagreement with the Government on this issue, I think it is 
important to legislate in this area. 

Now, if you will look at the problem, for example, of what you can 
do to get a better degree of integration, you may recall in the hearing 
before the Joint Economic Committee oF 1955 and 1956, a well known 
businessman and financial man, Elliott V. Bell, the editor and pub- 
lisher of Business Week, and also an economic adviser of Governor 
Dewey, pointed out that he was very dubious about this whole idea of 
sndepiabiaiens He said the control of money was in the hands of Con- 
gress, and not the Federal Reserve, and Congress had merely delegated 
the administration of this power to the Federal Reserve. He said: 

The United States is, I believe, the only country in which the central bank is 
not owned outright or controlled directly by the Government. We must always be 
alert, however, to the danger that considerations dictated by private interests 
may come to influence the decisions of the Reserve authorities. 

Then he went on to suggest an organization, something like the 
National Security Council, which would deal with problems of this 
kind, that is, monetary problems, and exercise a breed overall supervi- 
sion. 

The President has introduced informal monetary or economic con- 
ferences. 

Now, when you look at the problem of what the situation is at the 

resent time, go back for example to the 1940’s, when as I said the 

reasury may have exercised too much influence, and therefore fa- 
vored the Government bond market excessively, and reduced the inter- 
est rate excessively, then if you look at what happened in the last few 
years you can see a contrast. 
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Here is what I would like to quote from remarks before the Byrd 
committee (top of p. 6) : 


This restrictive monetary policy had unfortunate effects on other counts. That 
amounted to an induced desertion of the Government security market. Whereas 
in the years before the 1951 accord the charge was made that monetary policy 
was subservient to the Treasury, in 1956-57 the monetary authorities could be 


criticized for introducing a policy which largely abandoned the interests of the 
Treasury. 


Thus from 1954 to 1957 financial institutions under pressure of induced higher 
rates and unavailability of credit, disposed of $19 billion of public securities. 
Purchases of $15 billion by Federal agencies, State and local governments and 
individuals, etc., required a substantial drop in prices, that is, a large increase 
in rates that increased the annual cost of financing the debt by $1 billion in 3 


years, or about 15 percent. 

In other words, if we are critical of the Treasury in the 1940’s for 
exercising excessive influence, we can be critical of the Federal Re- 
serve for having abandoned the Treasury in a period of great need 
of a stable Government bond market by simply increasing interest 
rates, an increase that was followed by the banks deserting the Gov- 
ernment bond market and other financial institutions as well, and 
therefore, if the first policy was wrong, the second policy was equally 
wrong, because after all the Government has a very large stake in this 
economy, and it should not be abandoned by the Federal Reserve. 

Now, then, the issue of independence versus integration. We have 
had long experience in the last few years with this issue of independ- 
ence, and if you, for example, will look at the attitude of the Federal 
Reserve and the Treasury during these years, I am sure you will come 
out with this conclusion, that if the Federal Reserve is going to be 
independent, the Treasury is going to be independent also, and all 
the Government credit agencies are going to be independent. 

So we will have all kinds of independent agencies operating and, 
therefore, it will be equally difficult to get a well-integrated policy. 

Mr. Burgess, for example, had written a book before he became 
Under Secretary of the Treasury. He was very much impressed 
by his own book, because when he became Under Secretary of the 
‘Treasury he tried to base his policies on the proposals he h: id in his 
book. That was disastrous. To write a theoretical book is one thing, 
but to try to put the policies in operation is quite a different matter. 
Mr. Burgess soon discovered he demoralized the bond market. When 
the long-term rate of interest was 21% percent he issued a 314 long-term 
bond, which fell to 90, and the bond market had one of the greatest 
depressions and demoralizations ever experienced. Mr. Burgess never 
forgot that experience. 

Now, consider what happened in 1957-58. 

In 1957, the Federal Reserve introduced a dear-money policy, fear- 
ful of inflation. Well, if this is the policy of the Federal Reserve, 
if this is the policy of the Government, then we expect equally strin- 
gent policies on the part of other agencies. Everybody who takes a 
course in economics knows that in a period w hen you are trying to 
raise the money rate, increase the money rate by reducing the supply 
of money, it is the job of the Treasury, if it is interested in this 
policy, in cooperating with the Federal Reserve, and not pursuing 
independent policies, the job of the Treasury is to issue long-term 
securities, because by issuing long-term securities it brings the rate 
of interest up. It depresses the prices of these securities. 
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And, therefore, this is the policy that would be expected in 1957. 
Is this what we had? Not at all. Despite the campaign for more 
long-term securities, and less short-term debt, a policy Mr. Burgess 
has learned from the book he had written, the Government at this 
point took an entirely different policy. They issued virtually nothing 
but short-term issues, and therefore were operating in a way w hich 

vas contrary to the policies of the Federal Reserve. 

In other words, we had an independent Treasury and we had an 
re Federal Reserve. 

Mr. Fascett. May I ask you a ae at that pomt? As a matter 
of fact, that is all that could be sold at that time as a result of prior 
policies. 

Mr. Harris. You are quite right. This isa point I made, too, Mr. 
Congressman; namely, that when you introduce a “dear money” pol- 
icy, ‘and you are interested in selling Government securities, you find 
it difficult to sell Government securities. I am sure this is one reason 
why Mr. Humphrey was not so happy. He may also have not been 
very happy because this happened just before election, and this was 
not a good time to introduce a “dear money” policy. He was need- 
lessly concerned about that latter i issue, though. 

Now, in 1957, therefore, you could say that the Federal Reserve was 
pursuing a courageous, tough, anti-inflationary policy. 
was not cooperating. 

Mrs. Harven. Pardon me; from what page are you r padding ? 

Mr. Harris. I am not reading. I am on page 7. 

Mrs. Harven. Thank you; I could not follow you. 


The Treasury 


Mr. Harris. As we said at the beginning, I was not going to read 
this. I am following the general lines of my st: itement, trving to 


be more persuasive than this piece of paper and ink can be. 
Tam thus a little more persuasive. 

Now, in 1958, as we all know, the Federal Reserve reversed its 
policies, i in the latter part of 1957-58, and tried to give us a policy of 
cheap money. 

Everybody in economics knows, in such a period, the job of the 
Treasury is to issue short-term securities, because when the Federal 
Reserve introduces a “cheap money’ ’ policy, what they are trying to 
do is to get the rate of interest down, so the businessmen will borrow 
more. The businessman compares what he has to pay for his money 
with what he expects to get for his money. What did the Treasury do 
at this point? They did the exact reverse of what you would expect. 
Did Mr. Anderson speak to Mr. Martin? I do not know. All that I 
can say is that the Treasury did just exactly the reverse of what should 
have been expected in this period, and they are now really very un- 
happy because these long-term securities are having rather tough 
going at the present time. 

Now, another argument against the independence theory is as 
Congressman Reuss so well said—I suspect Congressman Reuss must 
have had at least an economics A course if not more—the independ- 
ence theory suggests power for the Federal Reserve. There is no 
doubt about it the present administration has not used fiscal policy 
effectively or adequately. This may be due in part to the result of 
overemphasizing the independence and authority of the Federal Re- 
serve, as Congressman Reuss suggested. 


I hope 
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Mr. Chairman, I can only summarize the problem by raising the 
following question: Why does the Congress support the independence 
of the Federal Reserve? The theory is based on a bygone period when 
monetary policy was the exclusive weapon, when the Government as- 
sumed little responsibility for the economy, when the 1946 act had 
not been born. Now independence means failure to use all available 
weapons, and the failure to use the degree of cooperation that is neces- 
sary to achieve the objectives of the 1946 act. 

This, I think, is the crucial point in the Reuss bill. 

What Congressman Reuss is really saying is it is perfectly absurd 
for the President to make the recommendations on economic policy 
and to say nothing about monetary policy. It is as though, for ex- 
ample, a doctor was dealing with a patient that had a heart attack, and 
the doctor said to the patient, the question of your diet or your calory 
intake is a problem for a dietitian, not for me. I shall deal with the 
other problems, and let the dietitian worry about calories. This is the 
present situation, when the President makes recommendations on 
economic policies and remains discreetly silent on monetary policies. 

Now, this failure to recommend in this area, and giving the Federal 
Reserve complete independence can result in excessive emphasis on 
monetary policy and a growing feeling that monetary policy is more 
potent than it really is, and therefore, a failure to use alternative 
weapons of control. 

Now, a word about the independence and the inadequacies of 
policies. 

Now I feel very strongly that the inadequacies of policies are in no 
small part due to this antiquated theory of independence. 

Now, Mr. Chairman, I wrote an 800-page book on Federal Reserve 
policy, and I took a very good look at the early history of the 
Federal Reserve when I did this. This book was written more than 
30 years ago. 

I must say that you could well perhaps justify the independence 
theory in 1913, perhaps even in the twenties. But the case is not 
nearly so strong any more. 

May I qoute from an article I wrote in the British Economic 
Journal in March 1958: 


Their— 
that is the administration’s— 


No. 1 problem is inflation. Indeed, Mr. Martin and others suggest that they 
have a responsibility for growth. But what they emphasize now is the need 
of containing or even stopping the inflation. Martin sees little hope of a 
creeping inflation not turning into a more violent inflation. The job of the 
Federal Reserve, in his view, seems to be to stop any inflation. At present 
Mr. Martin and other members of the administration are seeking congressional 
support for a clearcut mandate that stabilization of the currency should be a 
fundamental objective of policy. But on other occasions when Congress wished 
to thrust upon the administration or the Federal Reserve the objectives of a 
stable price level the Federal Reserve has protested on the grounds that they 
were not capable of stabilizing the price level. Now they seem to have come out 
for such a responsibility to be imposed on them by Congress. 


Mr. Chairman, I think as Mr. Colm said before, these are not 
black and white issues. 

For example, nobody wants inflation, I am sure. But you have to 
take into account the alternatives. 
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Now I say to you, Mr. Chairman, that a 1 percent inflation and 
a 10 percent rise of output is a good policy. A 10 percent inflation 
and a 1 percent rise in output is bad policy. If, in order to get a 
growing economy, you have to have a measure of price rise, which, 
of course, is in many ways undesirable, we have to put this disease 
against the other advantages. In other words, we try as hard as we 
can to prevent inflation, but we also try to deal with the problem of 
growth, and we have problems of equity to be worried about. I think 
these days the policymakers tend excessively to worry about the sta- 
bility of the currency, which is a very serious problem but may I point 
out to you, Mr. Chairman, that from 1951 to 1956, we had an average 
rise in prices of only 1 percent. That is quite a remarkable achieve- 
ment. You see both Democratic and Republican administrations are 
to be credited. 

Now, I think in this general approach, we have to be pretty careful 
not to assume that inflation is the only problem that the country faces, 
and I do think that the leadership of the Federal Reserve has been 
to worry too much about inflation, even in the midst of a period of re- 
cession, with, I think, unfortunate effects on the economy. 

Now, let me point out to you when the Federal Reserve, for ex- 
ample, in 1956—57, tried to deal with the inflation problem, and they 
even assumed inflation in 1953, when nobody ould see any inflation 
but the Federal Reserve and the Treasury—when they did, in 1956-57, 
try to deal with inflation, what did they do? They raised the rate of 
interest. Every economist knows that raising the rate of interest has 
an adverse effect on employment and output. If you are dealing with 
the anti-inflationary policy, is that the crucial approach, though it may 
be a part of the total approach? Why did not the administration 
use fiscal policy as a means of treating inflation, if this was really the 
problem? I think one reason again is the leadership given the Federal 
Reserve, because the Federal Reserve has this great power of in- 
dependence. 

If you go back to 1952, and go right up to the present, you find 
the Federal Reserve at various times has been in favor of treating 
inflation, has been in favor of stricter policies, but you know we have 
a vast number of credit agencies in this Government, and whether the 
Federal Reserve was in favor of inflation or deflation, it did not make 
any bit of difference. All these Federal agencies went on expanding 
during this whole period. Do not these agencies talk to the Federal 
Reserve or the Treasury? I do not know. Perhaps some of the Con- 
gressmen here could find out. But it is an interesting thing that you 
have the Federal Reserve going one way, the Treasury going the 
other way, and all the credit agencies going other ways. This is no 
way to get an integrated policy. 

Now, the Federal Reserve has, of course, had a rather strange 
theory, which I am pleased to see has now been repudiated. I may 
say, Mr. Chairman, one day after this piece was mimeographed, so I 
could not change it, is when that occurred. But for years now, the 
Federal Reserve has been operating on the principle that they would 
concentrate on bills and not on bonds. That means, that they buy 
only short-term securities, not long-term bonds. They deal only in 
the short-term securities. 


29823—58——6 
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This may seem to be a nonimportant matter to a noneconomist, but 
it seems to me an unwise way of restricting your authority, because 

we all know that if you want to influence the long-term rate of interest, 
which, after all, everybody agrees is the job for the Federal Reserve 
if they are interested in influencing economic conditions, then the way 
you try to influence the economic situation, is by influenci ‘ing the long- 
term rate of interest. The Federal Reserve said “No, we will have 
nothing to do with the purchase of long-term securities.” There was a 
big internal fight in the Federal Reserve System as you know, and 
one of the most able men the Federal Reserve has ever had, President 
Sproul, of the New York Reserve Bank, was strongly against the 
Federal Reserve Board on this issue, but lost. Yesterday or the day 
before I read in the New York Times the Federal Reserve has an- 
nounced that they will no longer restrict themselves to bills only. I 
think one reason that they have had as little influence in the last few 
years on the rate of interest was the fact that they insisted on accept- 
ing this self-imposed restraint upon their policies. And the net result 
was, of course, a rather innocuous policy as compared to what they 
might have had. And, of course, the reason—I do not know what the 
internal situation is, I am sure the Congressmen can find this out 
easier than I can—but I feel reasonably sure there is nothing but an 
informed guess that the Treasury was getting a little concerned about 
the demoralization of its Government bond market in the last few 
weeks; they therefore said to the Federal Reserve, you go out and buy 
some of these long-term securities, and therefore, they were putting 
the pressure on the Federal Reserve. The Treasury was putting 
pressure on the Federal Reserve to interfere in the Government bond 
market in the same manner the Treasury in the forties and early post- 
war period had done, with severe criticism by the very people now 
who say we ought to have this kind of policy to support the Govern- 
ment bond market. 

As far as I can discover the only important reason the Federal 
Reserve Board has given for this policy of interference in the long- 
term market is that it would have had an unfortunate effect on the 
speculators in the Government bond market. In other words, they 
would not know what was going to happen, because they would never 
know what the Federal Reserve was going to do. In order to protect 
the dealers, the Federal Reserve denies itself a weapon that might help 
it control the market. 

Now, consider the recession period—of course we had a serious re- 
cession. The Federal Reserve, for some strange reason, although the 
economy had been moving sidewise for quite a while, and had even 
shown signs of decline, increased its interest rate in 1957, in the late 
summer of 1957. And then it did not really get going on an anti- 
recession policy until late in 1957, even though we had pretty close to 
4, 5, or 6 months of recession. And despite the recession, and the 
loss of maybe $4 billion a month, or three-quarters of a million man- 
years of jobs every month, the Federal Reserve did not increase the 
reserves of member banks, for a period of about a year, and as we all 
know, what determines how much 

Mr. Fasceiu. Do you mean decrease ? 

Mr. Harrts. No, did not bring about »n increase; yes. In other 
words, the Federal Reserve was presumably trying to cheapen money, 
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and the approach is by increasing the reserves of member banks. This 
enables the banks to put out more money to their customers. So one 
can be pretty critical of this policy. 

It is interesting that from 1930 to 1932, the Federal Reserve intro- 
duced a tremendous open market operation: they bought $1,700 mil- 
lion worth of securities. At that time the Federal Reserve was not 
supposed to know too much about these problems, but if the Federal 
Reserve had behaved in 1957-58 as they did in 1930-32, they would 
have bought billions of public securities. This is not a course I sug- 
gest, but I am surprised they did not buy enough to increase the 
reserve in the banks by an additional billion dollars. 

I think one reason for the failure of monetary policy is the failure 
to integrate it with the fiscal policy. The failure to integrate it with 
the fiscal policy results in part because the President and his advisers 
put monetary policy in a separate basket. A continued rise in wage 
rates is also relevant. Sometimes the suggested increase outstrips 
that in productivity, and sometimes the price rises more than the in- 
crease in cost. In other words, with strong unions, and with monopo- 
listic businesses, the problem of control through monetary policy 
becomes much more difficult. 

Then the administration—as Congressman Reuss well shows—the 
administration has never come up w ‘ith an answer to the problem of 
the financial intermediary. The Federal Reserve still operates as 
though the problem they have is to control the commercial banks. 
But if anybody took a good look at the statistics, of the development 
of bank credit, bank assets, the total amount of lending, et cetera, 
you will find that the major increases in recent years have not been by 
commercial banks, but by what we call the intermediary, the life- 
insurance companies, the pension funds, the Government credit 
agencies, savings banks, et cetera. 

Another factor, of course, which has made it difficult for the Federal 
Reserve has been the great liquidity of business. If the business is 
liquid they do not have to go to the banks, they can keep on disposing 
of securities and using their spare cash and in that way expand the 
total use of money. I believe the Federal Reserve still operates on 
a theory which they will not always recognize or support, but I think 
it is a theory they still implicitly hold. Namely, the one Dr. Colm 
mentioned before, if you want to deal with inflationary policies all 
you have to do is reduce the supply of money. It is interesting that 
from 1952.to 1957, the rise in supply of money was 7 percent, but the 
rise in banking debits which is the index of the total amount of 
spending was 40 percent. Of course, the reason is the high liquidity 
of business, the operation of the intermediaries, and so forth. 

The final point on this particular issue is the incidence of higher 
money rates. The higher money rates, of course, when they do come 
have an uneven incidence, affect the vulnerable borrowers much more 
than the others. This problem has been discussed so frequently and 
I myself discussed it so many times I am going to pass it over. 

Now, the final issue is the issue of recent policy and the theory of 
independence. I just said the policy has not been successful. The 
Government has not given us stability, and it has not given maximum 
employment and output. 
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Indeed, there has been some readjustment of expenditures, but you 
will note on fiscal policy the Government has been very weak. They 
have not used the tax power to provide additional money for the 
public to spend. They have been opposed to tax cuts, except for the 
small tax cut which was announced that the President was going to 
sign for small business. It is a very minute item compared with 
the general situation. 

The Government has not really done an adequate job on spending. 
You will note from the New York Times this morning that the 
Government was actually spending a billion dollars less than it had 
guessed in January 1958, and January 1958 was an economy budget 
in the midst of a recession. So that in a period in which every econ- 
omist would say that we ought—we should have had a substantial 
cut in taxes, and a substantial rise of spending, we have not had it as 

et. 

This is almost a year after the beginning of the recession. Re- 
cently, Mr. Chairman, one of the Senators whom I happen to know 
here called me up when I was on a conference, and asked how he 
should vote on a tax cut. He got the same advice from many other 
people, I think. I said vote for it. At that time we were in the 
midst of a conference of 19 economists around the table, with all 
kinds of views. This was about 4 weeks ago. Eighteen said they 
would vote for a tax cut, one said he would not. 

This suggests how the economists stand. Although the economists 
have not sold their views very well to the Congress, perhaps a little 
more to one party than the other party, but we still have not done a 
very effective job. If we only had more Congressmen like Mr. Reuss 
Iam sure we would doa better job. 

I might say, we have reached the bottom of the recession, at least 
this is my opinion. I may be wrong. It is sometimes difficult to see 
these things. The President might take a great deal of satisfaction 
in saying, last week we stopped the depression, we stopped the decline, 
we have not had to have a tax cut or a rise in expenditure of any 
serious proportions. 

The Federal Reserve can say, we have brought about this end of 
the recession without going into inflationary monetary policies, with- 
out greatly reducing the rate of interest, and increasing the supply 
of money. 

Does this mean they have done a pretty good job? If they have, 
or if they haven’t, why haven’t they? Well, I think that they haven’t 
done a very good job, and they haven’t done a very good job because 
even if it is true that we have reached the bottom of the recession, we 
still are losing an awful lot of money, and an awful lot of jobs, which 
were not necessarily lost if we had actually taken measures early, 
because by proper measures at an early period we could not only have 
dealt with the problems of excess enietmaiel and underproduction, 
but we also could have dealt with the problem of the deficit. I agree 
with what Mr. Colm said about the relationship between the total 
deficit and the degree of employment. 

In other words, it isn’t true, as so many people believe, that if you 
increase the total amount of Government spending and cut taxes that 
this necessarily means a corresponding increase in the deficit. My 
own view is that it would tend to reduce the deficit, rather than to 
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increase it. I can elaborate on that very fully. I am sure if Con- 
gressman Brown were here he would ask me to do so. 

Then why did we have the recovery? Rather not the recovery, 
why did we stop the decline? Well, we stopped the decline, and I 
would be willing to argue this with any Congressman, Republican or 
Democrat, the reduction in the decline or ends of the decline, if this 
is what we have achieved, and probably we have, has been the result 
of a number of factors for which I would not give the administration 
excessive credit. They have moved on a few fronts. The reallocated 
expenditures in time, some items that were to be bought next year were 
bought this year. This was a favorable factor. 

They did give some support to the housing program, though Con- 
gress has been ahead of the administration on this issue. And let us 
not forget that early in 1958 they introduced an anti-inflationary bud- 
get, anhouwh we had had a recession for several months. 

Why did we get out of this decline? Well, in the first place, because 
we have a relatively flexible tax system which was devised in the 
thirties and forties, and this tax system responds to a recession, and 
therefore instead of having a substantial rise of tax receipts, we 
had a substantial decline in the last 6 months. That is one important 
reason for the deficit. Despite what the administration was trying 
to do, they had to accept some facets of modern fiscal policy because 
our system works in such a way now when we have a recession tax 
receipts automatically decline. 

The mistake they made was not to induce a further decline by 
reducing tax rates. 

Now, another fortunate factor for the administration was our 
social security program. One of the unexpected results—at least un- 
expected to many—was that in this period personal income stayed up, 
and disposable personal income stayed up, so consumption stayed up. 

One reason for the high level of personal income was these 
transfer payments under social security and related programs. There 
are a number of other reasons why we had this recovery. For exam- 
ple, State and local government, despite the pressures on their bud- 
gets—they are having a tough time, and we all know the State and 
local governments are really having their problems—ave increasing 
their spending nevertheless. They increase at a rate of 2 or 3 billion 
dollars a year in recession or prosperity, so this does make a contri- 
bution. The end of the decline is not due to aggressive action on the 
part of the executive branch of the Government, but rather the result 
of the improved mechanisms we have for dealing with the recession, 
and mechanisms that could be made to produce much more if they 
were used adequately—as they have not. 

May I then just summarize. The present situation, notably the 
large decline of investment and in inventories has been an unfortunate 
factor, as has also been the reduction of the excess of exports which 
tends to depress the economy, and these have been offset by the various 
factors I just mentioned. 

So we are in sort of a neutral position where we are not rising nor 
declining. 

In a general way, let me in 1 minute summarize what I have said 
today, that I am all for the Reuss bill. It is a sound step in the right 
direction. It forces the President to take cognizance of monetary 
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oolicies. It forces the President to admit monetary policy is a weapon, 
at that it is not the only weapon. If he makes recommendations for 
monetary policy, he will have to take another good look at some of 
the other weapons he has at his command. 

I would say the independence of the Federal Reserve belongs to a 
bygone age. I simply put my neck out here, as I have for years, and 
say to the Congr ess: How can you justify independence of the Federal 
Reserve ? 

One step in the direction of removing independence, perhaps the 
only step you can take politically now, is the step suggested by Con- 
gressman Reuss. 

That is all I have to say. 

Chairman Dawson. Mrs. Harden. 

Mrs. Harven. Thank you, Mr. Chairman. 

I regret I have not had an opportunity to read your entire statement, 
Mr. Harris, because I know you have devoted many years to this 

subject. I was very happy, though, in looking over your statement 

to find at the top of page 14, “As I write these lines in July 1958, it 
seems clear that the recession has bottomed.” I was grateful for that 
statement. 

I think you just answered the question I had in mind. On page 3, 
the sample problem in your first sentence there, “Clearly there is some- 
thing wrong with our economic policy.” I was wondering if you felt 
H. R. 12875 would correct the wrong which you indicate there ? 

Mr. Harris. Well, Congresswoman, I think you are very sweet to 
treat mesokindly. Isuspect you area Republican. 

Mrs. Harpen. Iam. 

Mr. Harris. You are one of the nice Republicans. 

Well, I don’t think for one minute—I am sure Congressman Reuss 
doesn’t believe for one minute his bill is going to solve all these prob- 
lems. I think it is a step in the right direction. I think it will put 
pressure on the I’ederal Reserve at least to recognize some of its limi- 
tations. One thing that has always impressed me the last few years 
by the Federal Reserve is the fact that they never come out as the 
Bank of England has done recently to say, “Now, really, monetary 
policy isn’t what it used to be.” They have never really come out 
and said that. 

The Governor of the Bank of England—they have a position of 
power and influence—came out recently and said something like this: 
“You have to realize we can’t do too much in monetary policies, be- 
cause whatever we do the Government can offset by its fiscal policies, 
and so on.” The Federal Reserve has never come out and done this. 
If they should, I think it would to some extent help identify the prob- 
lems. One of the problems is the independence of the Federal Re- 
serve, the excessive tendency to depend on monetary policy, and to 
disregard fiscal policy, which most of the economists think is really a 
more powerful weapon. And, therefore, perhaps, I don’t mean to say 
for one minute Congressman Reuss will necessarily associate himself 
with my views. I am an academic man. My task is to needle Con- 
gressmen to do something that they don’t feel politically in posi- 
tion to do. 

Raising the issue is a tough one for the Congressman. I am not 
sure whether Congressman Reuss would support me on this or not, but 
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not being a Congressman, and one of the few joys of being an acade- 
mician, is that you can put your neck out. I feel very strongly on this 
idea of independence. I don’t think it is going to solve all the economic 
problems. 

Mrs. Harven. Thank you, Mr. Harris. Thatis all. 

Chairman Dawson. Mr. Fascell. 

Mr. Fasceiu. Professor, I am paying attention to you. 

Mr. Harris. I gathered from what you said before, I am a soul with 
a similar 

Mr. Fascetx. I think you are getting through to me; at least, your 
statement of your position is very clear and explicit. 

I don’t think I have any questions in view of your position on this 
bill, basically. Your position is very clear. It leads us a step toward 
an integration of governmental—of all policy, both monetary and 
fiscal. [can’t see anything too wrong about it yet. 

Chairman Dawson. Mrs. Granahan. 

Mrs. GranaHAN. Mr. Chairman, I would like to compliment Pro- 
fessor Harris on his very clear statement and the very practical atti- 
tude, which made it very clear, and really clarifies the situation. 
Thank you very much. 

Chairman Dawson. Mr. Reuss. 

Mr. Reuss. Just one little, I think, typographical error, Mr. Harris, 
on page 14, line 4. You talk about 4 billion a year. Isn’t the figare—— 
Mr. Harris. It should be 4 billion a month. That is what it really 





is. 

Mr. Reuss. Forty billion a year? 

Mr. Harris. Four billion a month is what it should be. 

Mr. Revss. Forty billion annually is the figure arrived at by the very 
competent staff of the Joint Economic Committee as the amount. 

Mr. Harris. Yes, that is about where I put the figure, somewhat 
over 40 billion. Four billion a month, 750 man-years. I am glad you 
pointed that out to me. 

Mr. Reuss. Thank you, Mr. Chairman. 

Chairman Dawson. Thank you very much. 

Mr. Harris. Thank you very much. 

Chairman Dawson. I think we will stay and hear Mr. Gruchy. 

Mr. Grucuy. That is all right, I can come back later if you wish. 

Chairman Dawson. Suppose we come back at 2 o’clock. Are you 
going to answer the quorum call and then return ? 

Mrs. GRaANAHAN. I think answer the quorum call and then return. 

Mr. Fascetn. Yes; I can do it now. Mr. Chairman, it would be 
easier for me to go over and answer and come back, than it would be 
for me to come back later. 

Chairman Dawson. All right. We will do it that way. We will 
stay here. As soon as you come back, we will resume the hearing. 

(Short recess. ) 

Chairman Dawson. We do appreciate so much your patience. This 
subject means much to us, so if you will proceed at this time. 
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STATEMENT OF PROF. ALLAN G. GRUCHY, DEPARTMENT OF 
ECONOMICS, UNIVERSITY OF MARYLAND 


Mr. Grucuy. I enjoyed the proceedings so far, so the time was 
not lost, Mr. Chairman. 

I am appearing on behalf of the Reuss bill. 

Chairman Dawson. Will you give your background ? 

Mr. Grucuy. I am Allan G. Gruchy of the department of eco- 
nomics of the University of Maryland. I am appearing on behalf of 
the Reuss bill. 

The act of 1946 was passed at the time when the Government was 
embarking upon an innovation, an experiment of underwriting full 
employment, and stable growth, so it shouldn’t be surprising if after 
10 years we find a need to improve the act. I believe that Congress- 
man Reuss’ bill would do a great deal in this direction. 

I want to address my remarks to his bill, first of all, and then to some 
of the comments that have been made about the bill. 

I feel that of the two proposals of Congressman Reuss, that relat- 
ing to monetary and credit matters, and that relating to prices and 
wages, the latter is the more important. 

I feel that a great deal of agreement has been secured in the country 
about the need for a consideration of monetary and credit policy, and 
I feel that the proposal that the President should be required to make 
a statement about monetary and credit policy in an annual statement, 
or supplementary statements, would meet with a great deal of approval. 

I do want to say a few things about this proposal of Congressman 
Reuss, however, especially with regard to one point which I feel has 
not been emphasized, and that is the requirement that the President 
should make some reference to monetary and credit policy in his 
annual or semiannual reports. This would have the effect of bringing 
to the public the basic problems of money and credit. 

I feel in terms of informing the public, and the Congress, and the 

ublic at large, about monetary and credit matters, that this proposal, 
if enacted, would do a great service to the country. I notice that in 
the hearings, I believe the hearings of this year, before the Joint Eco- 
nomic Committee, the Chairman of the Council made the statement 
and I quote: 

In the Economic Report we have expressed no judgments as to the adequacy or 
inadequacy of credit policy. We have done the best we can to describe that 
policy, and to describe the movement of our economy and have left evaluations 
of it completely out of the story. 

Well, now, the Federal Reserve System, as I understand it, is respon- 
sible to the Congress, and not to the President and the executive branch 
of the Government. So that the Federal Reserve System is not 
required to offer a defense of its position to the President, although 
normally they agree on basic matters. There is no place, therefore, 
where a general discussion of the policy of the Federal Reserve, in 
terms of, shall we say, outside analysis—of course, we have Federal 
Reserve reports, annual reports, but there is no, shall we say, impartial 
or outside analysis made by the Congress of Federal Reserve policy. 

So it devolves upon the President and the Council of Economic 
Advisers to make such an appraisal. Now the question was raised 
this morning about the interference by the President in the actions 
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of the Federal Reserve System. This problem of independence, the 
question as to whether or not the President had a right to make 
monetary and credit recommendations. And you notice in the com- 
ments of the Federal Reserve Board that they questioned the wisdom 
of this proposal, because it would mean a possible interference with 
their independence. That is not my interpretation of the proposal 
of Congressman Reuss. 

His proposal is to have the President make a general statement, or 
a general analysis of monetary and credit policy, leaving the explicit 
action and the carrying out of the policy, of course, to the Federal 
Reserve System, but somewhere we need a general appraisal on a 
continuing basis, not just once a year, but euppheanntih reports, and 
on this point Dr. Colm was correct, I believe. It is very unfortunate 
that the Council has ceased to make a July report, and there is nothing 
in the Employment Act that would stop it from making a quarterly 
report or even monthly reports to the Congress. 

Assuming we have very frequent reports, I would say it is the 
purpose of the President to inform the Congress and the public about 
the adequacy or inadequacies of the Federal Reserve policy, referring 
primarily to the general nature of the problem. 

I might illustrate this matter this way: We have had this question 
of general and selective credit controls. Now, this is a basic issue in 
the field of monetary and credit matters, the question as to whether 
or not we should curb credit by initiating changes in interest rates, 
which is a sort of a general approach, or whether or not we should have 
a more selective approach such as controlling consumer credit or have 
the bankers attempt to limit certain types of industrial credit. 

I don’t doubt but that the Federal Reserve System would be the 
most effective body to carry out a policy once it is established as to how 
far we should go in using selective controls. But this issue of general 
versus selective controls is a problem which ought to be settled by the 
President and his economic advisers. 

Chairman Dawson. Do you feel the Federal Reserve should be in- 
cluded ? 

Mr. Grucuy. That raises the very important question mentioned 
this morning by Dr. Harris, how they handle the central banks. It is 
true that in all other countries, like Canada, the United Kingdom, 
France, Germany, Sweden, and so on, the central bank is a part of the 
executive. 

Now, it happened that the Federal Reserve System was established 
in 1913, many years before the Employment Act, at a time when 
economists and political representatives were not considering the prob- 
lem of stabilization in the manner we now do. 

So, whilst in theory I would say that I would prefer to see the 
central bank as a part of the Executive Office of the President, just 
the way the Treasury is, the fact is we don’t have it there, and I don’t 
suggest at this time that we alter the structure of our governmental 
and semigovernmental relationships. 

In other words, I don’t-—-I wouldn’t recommend at present that the 
Federal Reserve be deprived of its independence. I believe it is feasi- 
ble to work out, to have a working relationship between the President, 
his Office, the Executive Office rather, and the Federal Reserve System, 
with, however, this understanding, that the Federal Reserve policy 
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will be subject to analysis and a critical review by the President, by 
the Council, ein so that the ultimate responsibility of eco- 
nomic policy would lie with the President, that is, the general lines 
of policy. 

There would be the Federal Reserve Board as a group, concerned 
in a special kind of way with monetary and credit policy, and as I 
would view it, carrying out this policy within the general framework 
set up by the Government. 

Now, I would like to point out in passing that we have two frame- 
works of reference here, the Employment Act and the Federal Reserve 
Act. Ihave a quote here by Mr. Martin, the Chairman of the Federal 
Reserve Board, which indicates that he is operating within the frame- 
work of the Federal Reserve Act, and I quote—this is from the hear- 
ings of the Joint Economic Committee on the 1958 Economic Report: 

The Federal Reserve Act gives us a pretty clear framework within which to 
work, and within that framework we take into consideration all the factors that 
we think have a bearing on it and make our judgments accordingly. 

The Federal Reserve Act was passed in 1913, long before the prob- 
lem of full employment and sustained growth had made its appear- 
ance in at least its modern form. But the President and the Council 
of Economic Advisers have their framework based on the Employ- 
ment Act, which emphasizes primarily full employment. 

The Federal Reserve Act, if you examine the act of 1913, as later 
amended, emphasizes sound money, stable prices, and sound dollars. 

Now, there is no necessary conflict-here, but you can see that the 
bent or the general direction of the Federal Reserve is for stable 
prices, sound dollars, whereas the bent of those interested in the 
Employment Act is toward full employment and sustained expansion 
of the economy. 

Now, these need not be in conflict, these two aims, but if you have 
two groups looking at two problems; namely, full employment and 
sustained growth, on the one hand, and sound money on the other, it 
is possible to have some degree of conflict. I have a few facts here 
which illustrate this possible conflict. 

In October 1956, the industrial production index was 146. That 
is 46 percent more output, industrial output, than in 1947. And then, 
a year later, October 1957, the production index was 141. What hap- 
pened was it stood still until December of 1956, then declined, and 
has declined up until the past month. 

Now, during this period of industrial production decline, and 
unemployment increase, and I might point out there, there are two 
employment problems, one is the unemployment problem, that is when 
a man loses a job. A second one is an underemployment problem, 
that is when a man doesn’t go after a job because none is available. 
This applies primarily to women, housewives, who would work if the 
job were there, but the job is not there, so they don’t register as being 
unemployed. 

In 1956 and 1957, as production declined, these people who would 
have looked for work didn’t look for work. So they were not em- 
ployed. They were underemployed, but they weren’t in the statistics. 

During this decline in production, starting in late 1956, up until last 
fall, the Federal Reserve System raised the rediscount rate twice, 
making interest rates higher, and curbing credit, with the intention 
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of controlling or combating the problem of inflation. On the one 
hand, the Federal Reserve was combating inflation. On the other 
hand, the economy was coming to a standstill in terms of production, 
and then it started to decline. 

Now, that to me is a basic conflict. I feel that if the President and 
the Chairman of the Council in their 1957-58 Economic Reports had 
discussed Federal Reserve policies they may have approved of them. 
But that is not the point. They should have discussed them to have 
the public understand what the President’s position was, and the 
Council’s position. The public could then judge the adequacy of the 
President’s policy with regard to economic and monetary problems. 

It is this question of public understanding, and I include the Con- 
gress and the wider public, of the executive branch’s position with 
regard to monetary and credit policy that makes this proposed amend- 
ment so important. 

In other words, it would bring the matter out in the light, and then 
let the public judge, and I feel that that after all, is the most important 
thing to do, because in the long run the public is given an opportunity 
to decide upon the kind of government that it wants. I am not dis- 
cussing here at this point the adequacy or the inadequacy of the current 
administration’s policies. 

The main mealies as I see it, in terms of the Reuss bill, is that the 
public is not in a position to judge. This amendment would give 
it the understanding, the facts, the President’s position, the Federal 
Reserve's position, and then allow the Congress to make whatever 
judgment they may see fit to make. 

Mr. Henverson. I wonder if you would comment on this para- 
graph from Mr. Martin’s letter on the bill ? 

Mr. Grucuy. Yes; I was going to do that later, but I would be 
happy to do it now. I have my own copy of the letter lying here. 
I have it here, thank you. 

Mr. Henverson (reading) : 

Any procedure for advance recommendations with regard to monetary and 
credit policies such as proposed in this bill would run the danger of stimulating 
speculative tendencies in the use of bank credit with unstabilizing effects, con- 
verging at times on the Government securities market. The risk of speculative 
repercussions would be high, whether the Presidential recommendations were in- 
terpreted by the securities, real estate, or commodity markets to be inflationary 
or deflationary in potential effects. 

Mr. Grucny. Yes. Well, what is in mind here is this possible con- 
flict between the President and the Federal Reserve Board in terms 
of deciding policies. If you have two people deciding policy, any 
advance recommendations, say, by the President, before the Board 
acts—the Federal Reserve Board acts—would create a situation that 
would open the door to speculative activities. So if the Federal 
Reserve Board’s criticism is correct, namely, that the bill opens the 
door to two bodies making policy, this statement is correct. But 
may I add 

Mr. Henperson. Certainly. 

Mr. Grucuy. It is not the intention of the Reuss bill that the 
President should usurp the power of the Federal Reserve Board to 
declare a policy and then carry it out. 

It is the purpose of the Reuss proposal, as I understand it, for the 
President to make—to first of all analyze Federal Reserve policy as 
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it has worked, say, in the past year or so. Secondly, to discuss the 
adequacy of the policy of that period, and thirdly, to indicate how in 
his opinion this policy could be improved in the future. 

This is all on a general basis, you see. It does not mean that 
the President, aided by the Council of Economic Advisers, would make 
any concrete suggestions about the particular monetary and credit 
policy to be carried out in the next 2 or 3 months. That is the work 
of the Federal Reserve Board. And in all countries, that I am 
familiar with, where the central bank is a part of the executive office, 
they still are the specialists in that field. They devise the concrete 
form of policy, aa they carry it out. Only the general framework 
comes from the president or the premier, or prime minister, or who- 
ever it might be. 

So I don’t think the criticism of Mr. Martin here is sound for the 
reason that he has put up a strawman to knock down. The bill 
does not call for the President to compete with the Federal Reserve 
in, shall we say, concretely formulating policy and carrying it out. 
So I don’t agree with the statement. 

Mr. Henverson. Thank you. 

Mr. Grucuy. Well, those constitute the bulk of my comments with 
regard to the monetary and credit proposal of the Reuss bill. 

I am very much more concerned with the second of Congressman 
Reuss’ 2 proposals for 2 reasons. First, the proposal is a new pro- 
posal, relatively new in terms of legislative matters, and it might 
therefore meet more opposition in terms of its novelty than would 
the first proposal. This is because his second proposal calls for an 
arrangement whereby the Council of Economic Advisers would make 
price and wage studies to serve as a basis for Presidential recom- 
mendations regarding prices and wages. 

The second reason why I believe this second amendment is im- 
portant is because, as I see it, and to put it in a rather overgeneralized 
way, prices and wages today are more important than taxes and 
interest rates. In other words, I don’t think that our main prob- 
lems—I shouldn’t put it that way. I don’t believe the most difficult 
problems lie in the field of monetary and fiscal matters. I am con- 
ma the most difficult problems lie in the field of price and wage 
evels 

I have just finished making some comments about the first proposal 
of Congressman Reuss with regard to monetary and credit matters, 
and I am just about to discuss the second proposal, the proposal with 
regard to wages and prices. 

I had just made a statement that in my opinion the second proposal 
is the more significant of the two in the sense that there is probably 
more agreement about fiscal and monetary matters, and less agree- 
ment about price and wage matters, and, therefore, I feel that this 

art of the bill is the most important part in the sense that it is in an 
innovation, it is looking toward new developments. I was just on 
the point of saying to the chairman, that in my way of thinking prices 
and wages are much more important as a problem today than taxes or 
interest rates and credit supplies. 

I am not underestimating or underplaying the importance of mone- 
tary and credit matters. I am trying to put these two problems in a 
proper perspective, and one in which I feel the price and wage prob- 
lem emerges as the more important problem. 
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I might explain what I mean by saying that in my way of thinking 
rices and wages are more important than taxes and credit supplies. 
ecan take either one. Let’s take interest rates first. When interest 
rates are increased, they affect the small-business man. They increase 
his costs. He cannot, of course, increase his prices, because he has no 
market power. 

However, the large corporation will, if it so desires, and it can, 
pass the increased interest costs on in the form of higher prices. It 
has a market power, a power to control prices. So interest rates do 
not effectively control the large corporation. They have differen- 
tial effects. They more adversely affect the small-business man. 
You can’t stop a big-business man, a large corporation, a steel or auto 
corporation, from passing on interest costs to consumers, because you 
can’t stop them as things are now arranged from raising prices. 

The same thing is true with taxes. I was recently interested in 
reading the annual report of a large corporation, where they were 
explaining their affairs, and they pointed out that they had set aside 
so much for taxes. 

In other words, in calculating their prices, they took the tax which 
the Government had set upon them, the corporate income tax, and 
they raised the price high enough to take care of the taxes. So if 
you raise corporate income taxes, what happens is, you don’t tax the 
large corporations so much as you have them pass this higher tax 
on to consumers. 

So, if you want to control or in some way influence the large 
corporation, you can’t do it very easily through fiscal and monetary 
policies. Now, I would admit that if you really want to be rigorous 
with your fiscal and monetary policies, and raise taxes to great 
lengths—and interest rates to great heights—you would eventually 
oak even a large corporation, because they cannot pass on indefinitely 
to consumers higher taxes and higher interest rates. 

In other words, at a certain point where they raise prices, the con- 
sumer will balk or refuse to buy, or his income will be inadequate. 
The problem is, nobody wants to raise taxes and interest rates that 
high, because it cuts down production and employment, and, there- 
fore, we are somewhat reluctant to push fiscal and monetary policies 
to the point where we could control the activities of the large cor- 
poration and indirectly hope to control inflation. 

So, it seems to me the attack on the wage-price problem is in the 
other way, as Congressman Reuss has suggested; namely, through 
a consideration of wage and price policies. That is the reason why 
I feel that, although fiscal and monetary policies are important, and 
they should be a part of our arsenal, I don’t agree with Professor 
Harris, who said the main problem the last few years has been the 
failure to use fiscal devices, fiscal measures. That is only a part of 
the problem. 

He made no reference to prices and wages. I am convinced that, 
besides monetary and fiscal policies, we need to have appropriate 
price and wage policies. That is why I find Congressman Reuss’ 
proposal so significant, because this is the first attempt in recent years 
to bring this problem to the fore, the problem of prices and wages. 

Now, the President has made on various occasions a number of 
recommendations about wages and prices, and has recommended that 
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restraint be practiced. He has not, however, indicated who would 
be responsible for seeing that restraint was carried out. He has not 
had extensive studies to back him up in his recommendations con- 
cerning prices and wages. 

So that the attempt to secure price and wage limitations, or limita- 
tions on increases in prices and wages through the called-for restraint, 
has been largely ineffective. I feel that if the President had a body 
of people, specialists who were prepared to analyze proposed price 
and wage increases and give him a factual and analytical basis for 
his recommendations, he would then be much more effective in his 
appeal to the public in general, and to these firms in particular, and 
to trade unions, with regard to the desirability to establishing prices 
and wages which would be appropriate to a continuation of sustained 
growth and full employment. 

We have coming up any minute now, perhaps in the newspapers at 
the present moment, I don’t know, an increase in the price of steel 
products. Of course, this will not have been studied by a body such 
as Congressman Reuss has proposed. I regret that it has not been 
studied, assuming that it has been made; namely, the steel price in- 
crease. 

As an economist, I would like to know certain basic questions about 
this steel price increase which may occur. I would like to know first 
of all, just what was the increase in the labor cost per ton of steel 
which resulted from the recent wage increase, which was given last 
July, around 25 cents an hour. 

Unfortunately, we don’t have the information from the steel com- 
panies. Most of our special committees don’t have the authority to 
request it. The Bureau of Internal Revenue probably has it, but 
doesn’t give it out. We don’t have all the necessary data on the cost 
to the steel firms. So that, when a wage increase occurs, labor says 
that the steel firms are increasing their prices by more than the in- 
crease in the labor costs, and the steel tres say, “No; we are only 
taking into account the labor-cost increase.” 

ee there is no basis for judgment by outsiders, by the 
public. 

Secondly, I would like to know, if this price is to occur—if this 
price increase is to occur in the near future—to what extent the price 
increase exceeds the labor cost, if it should exceed the labor cost. Dr. 
Colm pointed out this morning that the larger firms do raise their 
prices when wages go up, and they do that because it gives them a 
good chance to raise prices. They always say it is because of labor 
costs. They don’t indicate the extent to which the price may have 
been increased beyond the labor cost to increase profits. 

I wouldn’t say the steel price rise which might occur in the next 
week or two would go beyond the labor cost. The point is, I don’t 
know, nobody else knows, except the steel firms. This is the kind of 
thing that the Council of Economic Advisers ought to find out and 
present to the public. I would also like to know to what extent recent 
productivity improvements in the industry are taken into account in 
determining future prices. 

And I would also like to know if a price which is set today, when 
the steel firms have about 55 percent of their capacity used, whether 
such a price would not bring excessive profits a year from now, or a 
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ar My and a half, when they have 80 or 90 percent of their capacity 
use 

Setting a price today, it seems to me, with the intention of making 
adequate profits, would give you a price which might be much too 
high in a period of full employment and extensive use ‘of steel capacity. 

I am making no judgment here. I am just raising questions, ques- 
tions to which I cannot get answers, questions which I believe Con- 
gressman Reuss’ group of experts in the employ of the Council would 
be in a position to discover—the information, rather—and be in a posi- 
tion to answer. And then, when the President had this information, 
he could make meaningful judgments about the need for restraint. 

Today, they are not very meaningful. The intention is excellent, 
but the request for restraint is not meaningful in the sense that it is not 
based upon this type of analysis which a body of experts in the Council 
of Economic Advisers would be prepared to provide. 

It has been suggested, I believe by Dr. Colm, that, perhaps a sepa- 
rate board should be established. I feel that, in general, there is an 
antipathy toward new boards. If you can get a current body to 
enlarge itself to incorporate a problem, you probably will make more 
progress in that direction. 

So, in my opinion, the proposal of Congressman Reuss for a group 
of people to study wage and price problems in the employ of the 
Council to support the President in his recommendations would be a 
very, very worthwhile arrangement and would make the Employment 
Act much more effective than it is today. 

I believe Congressman Brown raised the question of, well, haven’t 
we had these requests for restraint in the past, and haven’ t they been 
largely ineffective? The answer, of course, is “Yes.” I believe the 
reply to that query is that we can’t leave the situation where it is today. 
Prices and wages are serious problems, both in the administered and 
nonadministered sectors of the economy. As a first step in meeting 
this problem, we certainly should try to inform the public, but, thus 
far, the public has not been informed. So, this type of an arrange- 
ment would provide the necessary information to the public so it may 
be able to form a judgment, and, in turn, aid the President in this 
effort to provide prices and wages which would be consistent with the 
goals of full employment and sustained growth. 

I want to make a few remarks about some of the comments by some 
of the Government agencies with respect to this bill. I feel that these 
comments, by the Federal Reserve Board, by the Treasury, and by the 
Council, misinterpret Congressman Reuss’ bill and, as I said before, 
put up strawmen to knock down, not with—the intention is good here, 
but the approach, I believe, is due to a failure to understand the bill. 

The Federal Reserve Board is somewhat concerned because it feels 
that there may be an invasion of its authority. I have explained 
already that this bill, as I see it, does not mean an invasion of the 
authority of the Federal Reserve Board in any special sense. In 
other words, the Federal Reserve Board would still be a specialized 
body constructing and carrying out Federal Reserve policy. But in 
a general sense, in the sense ‘that the President in terms of integrating 
his total economic policy program must take thought of the Federal 
Reserve policy, and must lay down the broad general lines which 
would influence, I would think, the Federal Reserve Board, in that 
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sense, if you want to call it intervention, then this statement is cor- 
rect, but it is not the kind of intervention to which the statement 
refers. 

In other words, the President would not actually carry out mone- 
tary and credit policies, but he would provide a general framework, 
leaving the Federal Reserve Board to fill in that framework. 

The observations of the Treasury, the objections, are twofold. 
One, that this bill singles out a topic for special treatment, when, 
after all, the Employment Act permits the President to consider 
monetary policy and other policies, and so the amendment oo 
emphasizes monetary credit policy, and hence is an undesirable fe: 
ture of the bill. This is a statement with which I cannot agree. 

Of course, it does single out monetary and credit policy, but that is 
the issue. In other words, the Council of Economic Advisers and 
the President in the 1957-58 economic reports did not discuss, evalu- 
ate—and I read to you earlier the statement of the Chairman—he does 
not intend to evaluate Federal Reserve ets and credit policy. 
So in order to have the President make certain he doesn’t leave out 
this item, it is necessarily mentioned, but that does not mean it is 
given undue importance. 

Then, with regard to the proposal for a wage and price body to aid 
the President, the statement of the Treasury is to the effect that there 
would be an ‘implied directive from the Ciirtes to the President 
to take action in a situation where appropriately the matter should 
be entirely in its discretion. 

I see nothing in the proposal to call for that. The President would 
be free to recommend or not recommend as he saw fit, for whatever 
industry he chose to consider. He would have complete discretion to 
act as he saw fit with respect to prices and wages. 

Now, with reference to the comments of the Chairman of the Coun- 
cil, Dr. Saulnier, I feel that the two objections are likewise without 
good ground. The first is that the present language of the act, to 
quote : 

The present language of the act permits such discussions, and each of the 
economic reports submitted to the Congress by President Eisenhower has, in 
fact, included a review of policy developments affecting money credit. 

That statement is true, but it is not complete. Im the 1957-58 
reports, we do have a review of Federal Reserve policy, a statement 
of what has happened. That is the review. A statement of policy 
developments in the past. But the point at issue is a question of ap- 

oraisal and evaluation of what has happened. And that has not been 
in the reports of 1957-58. 

Then, lastly, the statement here states, to quote 

To revise the language of the Employment Act along the lines proposed in 
section 3 of H. R. 12785 would seem not only to invite but to require Presidential 
intervention in decisions relating to specific wage and price increases. 

That statement has no ground whatsoever. The President would 
not be required to intervene. It is not the intent of the Reuss bill to 
require him to intervene in wage and price problems. 

The intent of the bill is that the President should, upon making 
those studies to which I have made reference, consider acting, and 
provide the leadership in the wage-price field that we don’t have 
today. 
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Consequently, I cannot agree with this critical analysis of the 
Chairman of the Council. 

In conclusion, Mr. Chairman, I feel that, as I mentioned in my 
opening remarks, the Employment Act was an experiment in 1946; 
it has ai a most beneficial act. In my way of thinking it is the 
most important piece of economic legislation on the statute books of 
the country. 

However, it was an experimental act. Nobody should expect it to 
be in final form for all time to come. I am convinced Congressman 
Reuss’ proposals if enacted, would go a long way in strengthening the 
act and in making it a more effective legislative device for securing 
full employment and sustained growth without inflation. 

Chairman Dawson. Mr. Fascell. 

Mr. Fasce.t. Professor, what do you think of the proposition that 
the legislation ought to be supplemented by providing also for the 
collection of information on general price, wage, and other cost 
trends, as well as specific cases ? 

Mr. Grucuy. Congressman Fascell, I am glad you mentioned that. 
I had it down here, but so much time has gone by, these have been 
very lengthy hearings, I don’t want to keep ei here very much 
longer. I had that down for discussion. 

I don’t think it is necessary, or desirable in any way whatsoever. 
The current proposal is to have the Council collect information con- 
cerning specific wage and price—proposed wage and price changes— 
increases—to see their possible effect upon wage and price levels. 

The Council has always made studies of general price and wage 
levels, Every page of the economic report, on practically every 
page of the report you will find reference to general price and general 
wage level changes. So that the Council, by virtue of its past opera- 
tions, has shown quite clearly that it is well aware of the problems 
of general wage and price changes. I think the proposal is 
superfluous. 

t is understood, and by practice the Council—of necessity the 
Council must consider such general levels of wages and prices. So 
I don’t think it would be necessary to add such a section to this bill 
in order to improve it. 

Mr. Fasceti. How about the thought that has been expressed by a 
previous witness that in the setting up of the second proposition in 
the legislation, that it has inadvertently expressed a fixed theory on 
prices and wages? 

Mr. Grucuy. That is a second point that I marked for considera- 
tion—I was here during the entire proceedings, and that also came 
to my attention. 

When I first read this bill over, and upon later thought, it never 
occurred to me that there was any question of a connection between 
thetwo. In other words, I think it is the philosophy of the individuai 
reader who might bring that to mind, but this bill is perfectly satis- 
factory as I see it. 

In other words, you want it broad enough to cover both price and 
wage changes. But there is no necessary connection between price 
changes and wage changes. 

Mr. Fascetu. The language at least doesn’t suggest there is? 
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Mr. Grucuy. It doesn’t suggest it, and outside of the language they 
don’t always go together. F requently they may go together, there 
may be a proposed wage increase under discussion, this proposed wage 
increase may be discussed by the Board. In discussing it, they may 
discuss the proposed wage increase, but not a price increase, because 
that may still be in the “offing, you see. These may be discussed or 
ahaeaet together, or they may be analyzed separately, so I would not 
support that proposal. 

Mr. Fasceti. Thank you. those are all the questions I have, Mr. 
Chairman. 

Chairman Dawson. Mrs. Granahan. 

Mrs. GRANAHAN. No questions, Mr. Chairman. 

Chairman Dawson. Mr. Reuss. 

Mr. Reuss. I wanted to comment briefly, Dr. Gruchy, on your com- 
ments about the draft bill which I have presented to this committee. 
I completely agree with you. You have been a very good Boswell 
forme. You stated what has been in my mind. Let there be no mis- 
understanding concerning the points raised by Mr. Keyserling and 
other witnesses. 

First, I would certainly have no objection to using the term “and/or” 
with reference to price and wage increases. 

Mr. Fascett. I would. 

Mr. Grucuy. I might say it appealed to you as a lawyer, and that 
may be why it appealed to Mr. Keyserling. To a layman, not in the 
field of law, this “and/or” term is very disconcerting. It should not 
be used unless it is absolutely necessary. 

In other words, I feel it is something used too frequently. There are 
occasions when you have to say “and/ or,” and I am all for it. But I 
think it is a language hurdle to the average reader. 

Mr. Fascety. Doctor, I can’t recs all a case in Jaw where it has actu- 
ally been determined what “and/or” means. 

Mr. Reuss. Secondly, I very clearly have in mind that the Council 
of Economic Advisers should not only take a good look at certain 
strategic specific price and wage movements, but should continue and 
indeed augment its already well- recognized function of reviewing 
general price and wage movements, since, indeed, nobody can make a 
sensible judgment on a specific increase unless he has in his mind some 
generalized criteria, and in that connection I would like to ask this 
question. 

Do you see anything inherently impossible about the intellectual 
task of evolving certain general criteria for price and wage movements 
which will contribute to the general goals of maximum employment, 
production, and purchasing power ? 

Mr. Grucuy. No. I recognize the problem is very difficult, but I 
don’t believe the problem is insurmountable. As a matter of fact, 
the President, in calling for restraint on prices and wages, in 1957 
and 1958, did mention a proposed standard for wages, namely, that 
wage rate increases should move with productivity increases, that more 

wages would mean more output, and hence have no inflationary im- 
pact. 

When he came to prices, there was a suggestion of a standard there, 
and that was that prices should be set with regard to the public interest. 
Now, I suggest that a standard which brings in the question of pro- 
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ductivity is much more precise than a standard, namely, with regard 
to the public interest. So that I feel in this connection the second 
standard is much less well developed. 

I would say what we need today, beside a wage standard, is a profit 
standard. This is important for two reasons. First of all, labor is not 

roing to accept any standard, as I see it, no matter what the standard 
is, unless there is some kind of a standard to govern prices and profits. 

In other words, if you go to a body of workers and say, “This ought 
to guide you,” they ask, “What will guide the businessman?” If we 
can work out a profit standard, the two can be worked out together, 
and then later labor will be more willing to accept a wage standard. 

This is a very complicated problem, and I don’t want to go into it 
much further than to mention that a profit standard would mean in 
general, prices are to be set in such a way as to do two things. First, 
to provide what is called legally a fair rate of return on the invest- 
ment of the stockholder. Secondly, prices and profits are to provide 
adequate investment for the firm, for the enterprise. This doesn’t 
mean there ought to be 2 profits, 1 for the stockholder and 1 for the 
corporation. It means prices ought to be high enough, and hence 
profits, to enable the company to attract capital, and then to either 
reinvest the earnings or to pay them out as dividends. So that as I 
envisioned this board of yours, they would make studies of industrial 
enterprises. They would analyze the returns on the net worth. They 
would analyze the capacity of the industry to attract capital, or the 
firm to attract capital. They would look into the adequacy of the 
returns for investment purposes. That would be the specific con- 
cern.. The general concern would be now in combining all these 
industries or firms. What about the total profits? Are total profits 
adequate for investment needs because, after all, we have to have 
growth, so that if profits are too high you then have excessive growth, 
as we had in 1955, 1956, and 1957, excess capital growth, because there 
were excess profits. 

So you would combine, therefore, the general and the specific. 
This would be a difficult problem. It is not insurmountable. It is the 
kind of problem we need to handle. It is the kind of thing economists 
can do, and therefore I feel confident your proposal would open the 
door to work of this nature which would be very beneficial to the 
President and his recommendations. 

Mr. Reuss. A third construction of the intention of the language in 
the bill with which I wholeheartedly agree, has to do with whether 
the President has got in all cases to make recommendations in those 
two fields. The answer, of course, is “No,” he simply has to use his 
good judgment as to when a given monetary action, such as a change 
in the rediscount is of sufficient strategic importance to make it with- 
in the ambit of his recommendation, or to take the second instance, 
when a given proposed price or wage increase is sufficiently strategic 
to make it worthy of his attention. 

Fourthly, on the question of the Federal Reserve’s independence, I 
would declare myself as far as this bill is concerned, that there is no 
infringement at all upon the independence of the Federal Reserve. 
The Federal Reserve may, if this bill became law, squarely refuse to 
follow the recommendation of the President, just as Canatlies or local 
government may squarely refuse to follow his recommendation. The 
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difference between the situation now and the situation under this bill 
would be that whereas now the whole thing is just “much” and you 
do not know who is recommending what or whose responsibility it is, 
in the event of the enactment of this bill, the responsibility in the 
field of monetary and credit policy would be clearly fixed as it is 
now in the field of tax, fiscal, and similar policies. 

Mr. Grucuy. That is the point I made before you came in. That 
the issue at the moment is not so much the criticism of the President’s 
views on monetary and credit matters, but rather it is the problem 
of getting him to reveal his position to the public so that they know 
what he stands for, and can then judge accordingly. 

Mr. Reuss. Just one final question. 

It is a fact, is it not, that in all the economic reports of the President, 
since at least 1953, while there has been discussion of monetary and 
fiscal policy and the Federal Reserve System’s position, and while 
there has been a factual review of what has happened in the past year, 
it is nevertheless true that in all of those economic reports there has 
not been one single recommendation from the President to the Fed- 
eral Reserve System in the field of monetary and credit policy, or in 
any other field as far as that is concerned. 

Mr. Grucuy. Your statement is correct. I want to explain. The 
way the reports are made up, the President provides the introductory 
letter, then come the specific recommendations, maybe 10 or 20 
recommendations. Here to my knowledge there has been no recom- 
mendation for a monetary or credit policy. 

Mr. Reuss. For instance, in this year’s report, the 1958 report, 
there are some, I forget whether it is 48 or 70, there are at least more 
than 40 recommendations, not 1 of them to the Federal Reserve, 
indeed not 1 in the field of monetary and credit policy. 

Mr. Grucuy. That is right. But in the second part of the volume 
prepared by the Council, which includes the basic analysis, you have 
had on occasion references to Federal Reserve policy, usually ap- 
proving the policy. That was more in years gone by. In the last 2 
to 3 years, even that has been removed, and as I mentioned to the 
committee when you were absent, the Chairman of the Council this 
year, at the hearings of the Joint Economic Committee, said, and I 
quoted the statement, we do not make an evaluation, and we do not 
intend to. So it is coming to the point where you get no discussion of 
the policy in general, and there is a concerted effort to keep it out, 
which is quite different from the case, say, prior to 1953 or 1954. 

Mr. Reuss. Thank you very much, Mr. Chairman. 

Chairman Dawson. Thank you very much. 

Mr. Grucuy. Thank you. 

Chairman Dawson. We have a letter here from Congressman 
Wright Patman, who has some ideas on the bill, and at this point we 
will introduce it into the record. 
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(Mr. Patman’s letter to Mr. Dawson is as follows:) 


CONGRESS OF THE UNITED STATES, 
JOINT EcoNoMIc COMMITTEE, 


July 18, 1958. 
Hon. Wirir1aM L. Dawson, 


Chairman, Committee on Government Operations, 
House of Representatives. 


DEAR Mr. CHAIRMAN: This is in response to your request of July 9, for an 
expression of my views on the bill, H. R. 12785, introduced by Mr. Reuss, to 
amend the Employment Act of 1946. I appreciate your invitation to appear at 
the hearings on July 21 before the Subcommittee on Executive and Legislative 
Reorganization. 

Your request is addressed to me as Chairman of the Joint Economic Committee, 
but it has not been feasible to canvass the opinions of the full membership. In 
replying, therefore, I speak only as an individual member of that committee, 
although as one with 12 years’ experience, having been first appointed in 1946, 
when the committee was originally constituted. Accordingly, I believe it is 
appropriate for me to confine my comments to this letter rather than to appear 
as a witness before the subcommittee. 

I find myself entirely sympathetic to the purpose of the first change that would 
be effected by H. R. 12785. There is no question in my mind concerning the 
President’s responsibility for including in his Economic Report a discussion of 
recent monetary and credit developments and the demands which are likely to 
be imposed on such monetary and credit policies by virtue of the programs recom- 
mended to the Congress. All Government policies affecting the economy should 
be carefully integrated if we are to be sure that they will not work at cross 
purposes. The President’s neglect in his past economic reports to examine the 
implications for monetary and credit policies of his recommendations with respect 
to other policies has, I believe, contributed to limiting the effectiveness of many 
programs adopted by the Congress. Appraisal of monetary policy is particularly 
important during a period in which the administration chooses to rely heavily on 
monetary action for ending a recession and promoting recovery. 

I do not believe, however, that monetary and credit policies warrant any more 
specific attention in the language of the Employment Act than, for example, fiscal 
policy or expenditure policy, which are also of basic and strategic importance. 
The Employment Act calls for the Federal Government “to use all practicable 
means * * * to coordinate and utilize all its plans, functions, and resources” to 
achieve our national economic policy objectives. The act does not specify the 
programs or actions embraced by the quoted language. If the act is to be 
amended, as proposed by H. R. 12785, other amendments providing comparable 
detail with respect to other Government programs and operations might with 
equal logic be proposed. The amendment would have the effect of altering the 
present general character of the act to make explicit only one group of a number 
of important public policies that are implicit in the present language of the act. 

The purpose of the second amendment proposed in H. R. 12785, if my under- 
standing is correct, is to provide the President with systematic, professional fact- 
finding that will enable him more consistently and effectively to call upon indus- 
try and labor to exercise voluntary restraint in connection with proposed price 
and wage increases. The frequent proposal that both industry and labor be 
required to suspend price and wage increases of strategic importance pending 
factfinding, public hearings, etc., is subject to criticism on two grounds. In the 
January 1957 Economic Report of the President, stress was laid on “the responsi- 
bility of leaders of business and labor to reach agreements on wages and other 
labor benefits that are consistent with productivity prospects and with the main- 
tenance of a stable dollar.” In its report upon that Economic Report, the Joint 
Economic Committee said : 

“It was pointed out during the hearings that this recommendation might fre- 
quently conflict with business and labor policies for obtaining the greatest gains 
from the use of available resources, the impetus upon which the successful opera- 
tion of a free-enterprise economy depends.” 

It was also recognized at that time that the proposal then under discussion 
suffered from “the omission of workable machinery and standards which busi- 
ness and labor leaders might effectively use in accepting responsibility for main- 
taining a stable price level.” 
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The amendment proposed in H. R. 12785 may be intended as a step in the 
direction of providing such “workable machinery and standards.” If, despite 
the substantive objection expressed by the Joint Economic Committee in its 
1957 report, the Federal Government is to intervene in wage negotiations and 
price determinations, this could obviously be done without amendment of the 
Employment Act. It seems to me, furthermore, that until the usefulness of such 
a “factfinding approach” to issues of economic stabilization has been satisfac- 
torily demonstrated, it would be inappropriate to consider amending the act. 
Only if, in the light of experience, it were found desirable and necessary to make 
explicit provision for the Council of Economic Advisers to assume duties in 
connection with such a policy would an amendment of the character proposed in 
the present bill be appropriate. 

To summarize: Although I am sympathetic to the purpose of the first of these 
amendments, I hope that the subcommittee will not take favorable action on the 
bill. The Employment Act is recognized as reflecting a number of important 
compromises between positions strongly held at the time of its enactment. De- 
spite this, the language of the act has stood the test of time and it should, I 
believe, be amended only for clear and compelling reasons concerning the basic 
objectives of Government economic policy. This attitude underlay the position 
which I took in the letter addressed to you on March 21, 1958, in response to your 
general inquiry as to whether any modification of the Employment Act was 
called for. I believe now, as I believed then, that no change is needed. I should 
like to quote from that letter, which appears on page 1 of the May 1958 report of 
your subcommittee, Inquiries on the Employment Act of 1946: 

“While I have made no specific canvass of individual members of the commit- 
tee for their views, I think I can safely say that not only do we have no suggestions 
for revision but that most observers, including members of the committee, have 
been gratified at how well that act as it stands has worked under the changing 
conditions of the postwar period. The general character of the act and its broad 
declaration of policy have indeed frequently been pointed to as elements of 
strength giving the legislation flexibility for dealing with the shifting problems 
of inflation at times and disturbing economic downswings at other times.” 

Sincerely yours, 
WRIGHT PATMAN, Chairman. 


Mr. Henpverson. Will you insert the various reports on the bill 
at this point ? 
Chairman Dawson. Yes. Do we have anything else for the record? 
Mr. Henverson. That is all at this time. 
(Whereupon, at 1: 07 p. m., the hearing was adjourned.) 
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APPENDIX 


ExHIsit 1—ReEports FrRoM DEPARTMENTS AND AGENCIES 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., July 7, 1958. 
Hon. Writ1aM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


DeAR CONGRESSMAN: Your letters of June 7 and 19 requested the views of this 
Department on H. R. 12785, to amend the Employment Act of 1946 to provide 
for the inclusion of recommendations concerning monetary policies in the Presi- 
dent’s program, and to bring to bear an informed public opinion upon proposed 
inflationary price increases. 

The principal amendments proposed in this bill are the addition of the phrase, 
“including monetary and credit policies,” at four different places, and the addi- 
tion of a new section authorizing studies of propsals of price and wage increases. 

The Department of Agriculture does not favor the passage of this bill. 

The Department believes that the Employment Act of 1946 clearly authorizes 
the review of any and all economic programs affecting either the present economic 
situation or current and foreseeable trends in employment, production, and pur- 
chasing power. We believe this clearly includes authorization to study and 
report on monetary and credit policies. Furthermore, we believe that the 
authorization in the act is broad enough to cover studies of proposed price 
and wage increases. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
TRUE D. Morse, 
Acting Secretary. 


THE SECRETARY OF COMMERCE, 
Washington, D.C., July 9, 1958. 
Hon. WI1LirAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


Dear Mr. CHArRMAN: This letter is in reply to your request of June 7, 1958, 
for the views of this Department with respect to H. R. 12785, a bill to amend 
the Employment Act of 1946 to provide for the inclusion of recommendations 
concerning monetary policies in the President’s program, and to bring to bear 
an informed public opinion upon proposed inflationary price increases. 

The Department of Commerce recommends against enactment of H. R. 12785. 

The bill would require the President to submit to the Congress early each year 
recommendations on monetary and credit policies. Primary responsibility for 
money and credit policies is now in the Federal Reserve System. The legisla- 
tion might effect a change in this assignment of responsibility. The money and 
credit mechanism is now under broad investigation in the Senate and this pro- 
posal would appear to be, at best, premature. 

The bill would also require the Council of Economic Advisers to study indi- 
vidual proposed wage and price increases with the view of informing the Presi- 
dent of possible adverse effects of such increases. Since the Council is already 
afforded wide latitude to make studies deemed necessary to meet the purposes 
of the Employment Act of 1946, the proposed specific references to studies of 
wage and price increases would appear to require special attention thereto. 
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The enactment of this provision would therefore appear to establish a basis 
for interference with the market mechanism which might be unwarranted. 

The Department recommends against enactment of H. R. 12785. 

The Bureau of the Budget has advised that it would interpose no objection 
to the submission of this report to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, July 1, 1958. 
Hon. WILLIAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


DEAR CONGRESSMAN Dawson: This is in further response to your request for 
a report on H. R. 12785, a bill to amend the Employment Act of 1946 to provide 
for the inclusion of recommendations concerning monetary policies in the Presi- 
dent’s program, and to bring to bear an informed public opinion on proposed 
inflationary price increases. 

The measure would amend the Employment Act of 1946 in two distinct re- 
spects: First, it would specifically designate the “monetary and credit policies” 
of the Federal Government to be included in the review and legislative recom- 
mendations transmitted by the President to the Congress each year in his 
Economic Report. Second, it would add to the present functions of the Council 
of Economic Advisers the duty of conducting studies of proposed price and wage 
increases which mad adversely affect maximum employment, production, and 
purchasing power and of reporting to the President proposed increases which 
may have an adverse effect in order that he may request voluntary restraints 
by the parties concerned. 

The two areas in which H. R. 12785 is designed to operate are important ones 
in which further review and study might be productive of beneficial results. 
However, we do not believe that amending the Employment Act would be the 
effective way to pursue this review and study. The questions dealt with by the 
proposed amendments are under careful review within the executive branch 
under the broad provisions of the Employment Act, with a view to determining 
the courses of action that would be most effective. 

We therefore would not be in favor of amending the Employment Act, as 
proposed in H. R. 12785. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
JAMES T. O’CONNELL, 
Under Secretary of Labor. 


OFFICE OF THE SECRETARY OF THE TREASURY, 
Washington, July 8, 1958. 
Hon. WIiLi1AM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on H. R. 12785, to amend the Employment Act of 1946 to provide 
for the inclusion of recommendations concerning monetary policies in the Presi- 
dent’s program, and to bring to bear an informed public opinion upon proposed 
inflationary price increases. 

The proposed legislation would amend the Employment Act of 1946 to require 
specifically that the review by the President of the economic program of the 
Federal Government pursuant to that act include a review of its monetary and 
credit policies and that the President’s program set forth in the economic report 
for carrying out the policies of the act also include monetary and credit policies. 

The Employment Act of 1946 at the present time appropriately contains no 
reference to specific measures that must or should be embodied in the President's 
program to carry out the objectives of the act. To single out for special treat- 
ment one of the many factors that enter into the picture would tend to place 
undue emphasis upon that particular factor which may be out of proportion 
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to its relative significance. Since the program called for by the Employment Act 
is to be the program of the President, he should be free to exercise his own 
judgment as to the underlying matters he considers important to accomplish the 
purposes of the act and the relative degree of their importance. 

The proposed legislation would also place upon the Council of Economic Ad- 
visers the duty of making studies of and reporting to the President proposed 
price and wage increases which may adversely affect maximum employment, 
production, and purchasing power in order to enable the President to make an 
appropriate, informed request for voluntary restraint by the parties concerned. 
Apart from the difficulties, that would be inherent in making determinations as 
to which price and wage increases would have such an adverse effect, the quoted 
language would be an implied directive from the Congress to the President to 
take action in a situation where appropriately the matter should be entirely in 
his discretion. 

In view of the foregoing, the Department would be opposed to the enactment 
of the bill. 

The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Very truly yours, 
JULIAN B. Barrp, 
Acting Secretary of the Treasury. 


Boarp OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
OFFICE OF THE CHAIRMAN, 


Washington, June 27, 1958. 
Hon, Witi1AmM L. Dawson, 


Chairman, Committee on Government Operations, 
House of Representatives. 


Dear Mr. Dawson: This letter is in response to yours of June 7 in which you 
ask for comment on H. R. 12785, a bill to amend the Employment Act of 1946 to 
provide for the inclusion of recommendations concerning monetary policies in 
the President’s program, and to bring to bear an informed public opinion upon 
proposed inflationary price increases. 

Earlier this year the Board was asked to report on S. 2824, a bill to amend 
the Employment Act of 1946 to make the stabilization of the cost of living one of 
the explicit and primary aims of Federal economic policy. The Board took the 
position that, while the goal of price stability is now implicit in the Employment 
Act, it would favor an amendment which would make it explicit that national 
economic policy is concerned with preserving the purchasing power of the dollar. 
The Board still favors this broader approach to the problem of general price 
stability. We doubt the desirability and workability of an approach based on 
Presidential requests for voluntary restraint of price and wage increases. 

The Board is, of course, especially concerned with those aspects of H. R. 12785 
that relate to monetary and credit policies. The proposed bill would require the 
inclusion of monetary and credit policies in (1) the President’s review of the 
economic program, and (2) in the program recommended by him for carrying 
out the policy declared by the Employment Act (which the Board of Governors 
interprets to mean that the President would be required to make specific recom- 
mendations as to the monetary and credit policies that should be followed as 
part of the recommended program). 

The Board recognizes the meritorious intent of a requirement that the Presi- 
dent set forth a review of monetary and credit matters and an appraisal of their 
contribution to the attainment of the objectives of the act. It questions, however, 
the need for such an amendment to the law since every economic report submitted 
to date has included a discussion not only of past monetary and credit develop- 
ments, but also of actions taken by the monetary authorities. 

It is the view of the Board that a further requirement that the President shall 
include in his reports specific recommendations as to the monetary and credit 
policies to be followed in the future would be undesirable. Some instruments of 
national economic policy, such as fiscal policy, housing policy, and agricultural 
policy, are by their nature adaptable only slowly over a period of time to chang- 
ing economic conditions. They lend themselves much more readily to longer term 
recommendations. Monetary and credit policy, on the other hand, is the most 
flexible of the instruments of national economic policy, and it would lose this 
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highly important advantage if it were tied into a program of lofiger term recom- 
mendations. 

Decisions in the area of monetary and credit policy are the responsibility of 
the Board of Governors of the Federal Reserve System, entrusted to it pursuant 
to the constitutional powers of Congress in this field. A mandate to the Execu- 
tive in other legislation to make recommendations in the field of monetary and 
credit policy would conflict with the statutory relationship of the Federal Reserve 
System to the Congress and the independent performance of the duties that are 
entrusted to its administration. 

Moreover, the System is enjoined by the Federal Reserve Act to keep the use 
of bank credit for speculation in securities, real estate, and commodities under 
close and constant surveillance. Any procedure for advance recommendations 
with regard to monetary and credit policy, such as proposed in this bill, would 
run the danger of stimulating speculative tendencies in the use of bank credit, 
with unstabilizing effects converging at times on the Government securities 
market. The risk of speculative repercussions would be high whether the 
Presidential recommendation were interpreted by the securities, real estate, or 
commodity markets to be inflationary or deflationary in potential effects. 

In the field of monetary and credit policy, the present process of decision- 
making in the Federal Reserve System rests upon a constant flow of factual in- 
formation with respect to the shifting forces which affect the trend and levels 
of production, employemnt, credit, money, and prices. Decisions are made on 
the basis of continuous objective judgments about the strength and balance of 
the forces of demand and supply in the market with a high degree of respon- 
siveness to changes in the economic situation. There is the fullest possible 
disclosure by the System of the information on which its decisions are based. 

For example, as a means of keeping the executive establishment, the Congress, 
and the public informed about current monetary developments, the System pub- 
lishes weekly a most complete financial statement, as well as a compilation of 
loans, investments, and deposits of banks in leading cities, and each month it 
issues to the press a national summary of business conditions. The Federal 
Reserve Bulletin and Chart Book, which are published monthly and are avail- 
able to each Member of Congress, regularly include articles and detailed addi- 
tional statistical information about the System’s operations and about economic 
trends. The Board's annual report, submitted to the Congress in the spring of 
each year, includes a comprehensive review of its operations and actions during 
the preceding year as well as a full policy record which discloses the reasons at 
the time for the policy actions that were taken. 

In summary, the Board believes that the proposed change in procedure for 
monetary and credit policy formation could only serve to reduce the effectiveness 
of such policy as an instrument for furthering the objectives of the Employment 
Act. The Board, therefore, would not favor enactment of H. R. 12785. 

Sincerely yours, 
Wm. McC. Martin, Jr. 


Ture CHAIRMAN OF THE COUNCIL OF ECONOMIC ADVISERS, 
Washington, July 1, 1958. 
Hon. WILLIAM L. Dawson, 
Chairman, Executive and Legislative Reorganization Subcommittee, 
Committee on Government Operations, House of Representatives. 


Dear Mr. Dawson: This is in reply to your letter of June 7 requesting com- 
ment on H. R. 12785, a bill to amend the Employment Act of 1946 to provide for 
the inclusion of recommendations concerning monetary policies in the President’s 
program, and to bring to bear an informed public opinion upon proposed infla- 
tionary price increases. 

Referring to the first of the stated purposes of this bill, the Council does not 
consider it necessary to write into the Employment Act explicit provision for 
the inclusion in the Economic Report of the President of discussions concerning 
monetary and credit policies. The present language of the act permits such 
discussions and each of the economic reports submitted to the Congress by Presi- 
dent Eisenhower has, in fact, included a review of policy developments affecting 
money and credit as part of its account of governmental actions affecting the 
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economy. Nor does the present language of the Employment Act preclude a dis- 
cussion in the economic report of monetary and credit policies as part of a pro- 
gram for promoting economic growth ad stability. 

It is not clear, therefore, what the effect would be of making explicit provision 
for recommendations regarding monetary and credit policies in the economic 
program called for by the Employment Act. The effect might be to alter the 
long-established relationship between the independent Federal Reserve System, 
on the one hand, and the Office of the President, on the other hand. In our 
judgment, any revision of this relationship should be undertaken, if at all, only 
after very careful study of the workings of present arrangements. 

The second of the stated purposes of the bill is to help bring an informed 
public opinion to bear on inflationary wage and price increases by requiring 
the Council of Economic Advisers to study and report on specific wage and price 
proposals. Again, the language of the Employment Act as it stands does not 
preclude such studies by the Council; and from time to time, as circumstances 
have suggested the need for them, the Council has made such studies, usually 
with the assistance of other cognizant Federal agencies. However, to revise 
the language of the Employment Act along the lines proposed in section 3 of 
H. R. 12785 would seem not only to invite but to require Presidential intervention 
in decisions relating to specific wage and price increases. Such intervention 
would, in our judgment, be altogether undesirable. 

The Council, therefore, would not recommend changes in the Employment Act 
such as are contemplated in H. R. 12785. 

Sincerely, 
RAYMOND 
(Signed) R. J. Saulnier 
RAYMOND J. SAULNIER. 


SMALL BustNness ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., July 9, 1958. 


Re H. R. 12785, a bill to amend the Employment Act of 1946 to provide for the 
inclusion of recommendations concerning monetary policies in the President’s 
program, and to bring to bear an informed public opinion upon proposed 
inflationary price increases. 

Hon. W1rii1aM L. Dawson, 

Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN Dawson: Further reference is made to your letters of 
June 7 and June 19, 1958, requesting our comments on the captioned bill. 

H. R. 12785 amends the Employment Act of 1946 (15 U. S. C. 1021 et seq.) in 
2 respects. First, it specifically requires the President to include in the annual 
economic report called for by the act, and in all reports supplementary thereto, 
recommendations concerning monetary and credit policies. Second, it requires 
the Council of Economic Advisers to study proposed price and wage increases, 
which have an inflationary potential, and report thereon to the President in 
order to eanble him to request voluntary restraint of the parties concerned. 

By letter to you, dated April 21, 1958, I expressed the opinion that the act, 
in its present form, is adequate to effectuate the intent of Congress that the 
Government utilize all its plans, functions and resources for the promotion of 
maximum employment, production, and purchasing power. I believe that no 
change should be made unless its value is clearly apparent. By that test, neither 
of the proposed amendments seems desirable. 

However, the Council, upon which the act imposes heavy responsibilities, is in 
better position to evaluate the merits of the bill. I therefore defer to its views. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, 
(Signed) WerEnpett B. BARNEs, 
Administrator. 
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EXHIBIT 2—STATEMENTS FROM ORGANIZATIONS 


AMERICAN FEDERATION OF LABOR AND CONGRESS OF INDUSTRIAL 
ORGANIZATIONS, 
Washington, D. C., July 18, 1958. 
Hon. Wri11aM L. Dawson, 
Chairman, Executive and Legislative Reorganization Subcommittee of the 
Committee on Government Operations, 
House Office Building Annez, Washington, D.C. 


DEAR CONGRESSMAN Dawson: In reply to your letter of June 25, I want to ex- 
press my appreciation for your invitation to testify before your subcommittee 
regarding H. R. 12785. However, I will be out of town on July 21 and 22, and I 
am, therefore, taking this opportunity to give you briefly our reaction to this bill. 

As we understand it, H. R. 12785 would incorporate two amendments to the 
Employment Act of 1946. The first would require presidential recommenda- 
tions in the field of money and credit. While we sympathize with the objectives 
behind this proposal, it seems to us that the President and the Council of Eco- 
nomic Advisers already have this authority under the present law. We recognize 
that the President’s Economic Report may not in the past have included recom- 
mendations on this particular subject, but we certainly feel that there is suffi- 
cient authority and legislation for the President to do so had he so desired. Con- 
sequently, we feel that the major issue here is the lack of appropriate adminis- 
trative policy rather than the lack of sufficient legislative authority. 

The AFL-CIO does have certain views regarding the manner in which mone- 
tary and credit decisions are reached at the present time. We feel, for example, 
that the Federal Reserve Board has been given too wide a latitude for decisions 
in this field, and that frequently these decisions are reached without adequate 
consideration of other public policies. 

In our view, part of the reason for this is the fact that the decision-making 
group in the Federal Reserve System is comprised almost entirely of professional 
bankers. However, we do not see that this would be at all changed by H. R. 
12785. 

The other proposal made in the bill would specifically authorize the Council of 
Economic Advisers to collect information and make studies of proposed price and 
wage increases, and to report to the President any instances in which such in- 
creases may adversely affect maximum employment, production, and purchasing 
power. The bill also suggests that the President would then ask for voluntary 
restraint by the parties concerned with regard to these proposed price or wage 
increases. 

We certainly can understand and sympathize with the aim of Congressman 
Reuss in making this proposal. We, too, have been extremely concerned over 
the rising price level in recent years. I can assure you that workers do not 
want to see their hard-won wage increases evaporate with a rising price level. 

However, the specific proposal in this bill is certainly a far-reaching proposal 
which could have very serious implications for the present methods for determin- 
ing prices and wages in our economy. As you know, the central function of 
organized labor in this country is to work for improvements in wages, hours, and 
conditions of work for its members through the process of bargaining collectively 
with employers. We feel that this voluntary collective bargaining system within 
the American free enterprise economy has worked to the advantage not only 
of workers and employers, but also the general public. Consequently, a proposal 
of this sort which might adversely affect the collective bargaining process cer- 
tainly should be given very thorough study before it is adopted. It seems to us 
that 2 days of hearings before your committee would not be sufficient to explore 
the many intricate questions that are involved here. 

We suggest that the issues raised by this bill be given more thorough study, 
perhaps by an appropriate commission of public-spirited members, including 
representatives of labor and management. This commission could explore a 
number of different approaches to this issue. We would be interested, for 
example, in finding out how this proposal might have been applied to wage and 
price changes since World War II. Moreover, such a commission could explore 
whether, if any Government action in this field is desirable, this should be done 
through the Council of Economic Advisers or through another agency of gov- 
ernment. 
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In any event, we could not endorse this proposal until we had been able to ex- 
plore more thoroughly the many issues involved. 
Sincerely yours, 


WittiaM F. ScHNITZLER, 
Secretary-Treasurer. 


STATEMENT OF CHAMBER OF COMMERCE OF THE UNITED STATES WITH RESPECT TO 
H. R. 12785 


The Chamber of Commerce of the United States recommends that the Re- 
organization Subcommittee of the House Government Operations Committee 
not approve H. R. 12785 and instead approve H. R. 13154. 

We agree with the purpose of H. R. 12785 as stated by its sponsor, Representa- 
tive Henry S. Reuss, which is “to clarify and strengthen the President’s duties 
under the Employment Act of 1946 to safeguard the maximum purchasing power 
of the dollar.” (Congressional Record, June 3, 1958, p. 9021.) We agree that 
legislation is needed to amend the Employment Act of 1946 to help reach this 
objective. H. R. 12785 does not appear appropriate, however, for reasons indi- 
cated below. 

H. R. 12785 involves two steps: 

1. The President would be required to include in his economic programs recom- 
mendations on “monetary and credit policies.” (Secs. 1 and 2.) 

2. The President would be enabled to appeal for “‘voluntary restraint” from 
specific price or wage increases on the part of companies or unions. (Sec, 3.) 


Sections 1 and 2. Monetary and credit policies 


Regarding sections 1 and 2 of H. R. 12785, we are in sympathy with the 
objective of these proposed amendments. 

Without question, monetary and credit policies are an important weapon for 
achieving economic stability, especially for damping down inflation. Without 
question, too, monetary and credit policies must work in harmony with other 
stabilization weapons such as fiscal policy. 

Effective monetary and credit policies, of course, must entail some delegation 
of clearly defined discretionary authority to the central banking authority. In 
this sense, the Federal Reserve System must be insulated in part from day-to-day 
outside pressures. While informal consultation between Federal Reserve and 
executive branch officials is desirable, public comment must obviously be limited 
to overall policy. Specific monetary and credit measures—specific open-market 
operations, for example—are not susceptible to public discussion in advance. 

Nevertheless, we agree that the programs and recommendations of the Presi- 
dent and the Council of Economic Advisers must deal with monetary and credit 
policies. Programs and proposals in other fields cannot be intelligently dis- 
cussed without making some assumption about what monetary and credit policies 
will be pursued. The economic reports of the last few years have been justly 
criticized for inadequate attention to monetary and credit policies. 

However, it would not be appropriate to include specific reference to “monetary 
and credit policies” in the Employment Act, as proposed in sections 1 and 2 
of H. R. 12785. The Employment Act does not and cannot list means for 
achieving its objectives. Rather, the Employment Act states the objectives 
of Federal economic policy and provides certain machinery which would not 
otherwise have legislative authorization (the Joint Economic Committee, the 
Council of Economic Advisers, and the annual economic report). 

If it were desirable to list all the stabilization weapons available for use in 
implementing the objectives of the Employment Act, then the list would have 
to be extended at great length. Different situations require different combi- 
nations of policy—expenditure, debt, monetary, tax, loans, and guaranties of 
all kinds, antitrust, labor law, international commercial policy, and many others. 
Surely, monetary and credit policy is no different in this regard from other 
means of implementing the act’s goals. If the economic reports of the last 
few years are deficient in their discussion of monetary and credit policy, they 
are also deficient in many other aspects, as for example, discussion of the 
economic impact of the budget, surely a major consideration in economic policy. 

In fact, Representative Reuss, in speaking on behalf of H. R. 12785 on the 
House floor on June 3, contended that, during the recent inflation threat, the 
monetary and credit policies of the Federal Reserve were directed against 
inflation while other policies were not so directed : 
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“While the Federal Reserve was supposed to be pursuing anti-inflation credit 
policies the rest of the administration was going in just the opposite direction 
in its credit, tax and other economic policies * * * Had the President had a 
clear mandate to do something about inflation, and not just ‘Let Bill do it,’ it 
is at least possible that such contradictory policies might not have been 
pursued.” 

Thus, if it were desirable to list the various means through which the act’s 
important objectives should be achieved, monetary and credit policy is but one 
of the relevant weapons. 

But the Employment Act does not and should not attempt to list specific 
stabilization weapons. The advantage of the Employment Act is its flexi- 
bility in this regard. The Employment Act has been a most useful and de- 
sirable law precisely because it clearly states the objectives of Federal economic 
policy. If the act were to try to specify what means were to be used in reach- 
ing its goals, the job would be impossible. The emphasis on different weapons 
must necessarily shift as conditions change. 

The Joint Beconomic Committee now issues regular reports (required in sec, 
5 (b) (3) of the act). These reports may and have commented on the ad- 
ministration’s reluctance to discuss monetary and credit policies. This is 
wholly appropriate. But it is wholly inappropriate to single out this one area for 
mention in the act itself. 


Section 3. Voluntary restraint 


While sections 1 and 2 attempt to use inappropriate means to correct an op- 
erating deficiency, section 3 must be rejected as not only inappropriate but 
unsound. 

“Voluntary restraint” from price increases presupposes a degree of price dis- 
cretion which businessmen, under competition, do not have and certainly should 
not have. Even where there is some degree of latitude in setting prices, consum- 
ers determine sales volume at each price. Unless the businessman prices as 
the market indicates, the economic system will not allocate resources efficiently 
and the composition of output will not conform to changing consumer tastes 
and demands—in short, the system would not function in the best interests of 
all. 

Inflation—which means a general rise in prices—is not halted by condemning 
individual price rises. Even in a period of general price stability, individual 
prices will and should rise or fall according to complex economic forces, many 
of which are extraordinarily difficult to evaluate. It is impossible for either 
the parties concerned or the Government to tell when any particular price in- 
crease is consistent with general price stability. Therefore, appeals for volun- 
tary restraint are unworkable. 

We would like to call attention to the possibility that section 3 of H. R. 
12785, if passed, would raise a serious question concerning the internal con- 
sistency of the Employment Act. Section 2 of that act, the declaration of policy, 
now states that the act’s objectives are to be achieved “in a manner calculated 
to foster and promote free competitive enterprise.” It is difficult to see what 
is meant by “free competitive enterprise” if “voluntary restraint” is to replace 
competition as the regulating and disciplining force. 


Needed amendment: The goal of a stable price level 


In determining whether or not the Employment Act should be amended, we 
need to study whether the act adequately states the objectives of Federal eco- 
nomic policy. 

We agree with the growing opinion that the objectives of Federal economic 
policy are not adequately stated in the act’s declaration of purpose. This is 
because the act omits reference to the important objective of a reasonably stable 
general price level. 

Many qualified observers have noted the act’s omission of the price stability 
goal, an omission which gives the act an “inflationary bias.” Representative 
Reuss recently outlined a list of four economic policy objectives: Maximum 
employment, production, growth, and reasonable price stability. Representative 
Reuss then pointed out: 

“That the first three objectives—maximum employment, production, and 
growth—are not being attained is no fault of the Employment Act of 1946. 
Section 3 of the act requires that the President recommend proposed levels for 
these goals, and a ‘program’ for achieving them. * * * 
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“But the act does seem faulty as regards the fourth objective, that of price 
stability.” 

To meet this widely recognized need, we urge your subcommittee to recommend 
that the Employment Act’s declaration of policy be amended to include explicit 
reference to the goal of a reasonably stable price level. 

H. R. 13154, introduced by Representative Charles E. Bennett, would ac- 
complish this purpose. H. R. 13154 would amend the Employment Act’s 
declaration of policy so that the present objectives must be attained “in an 
economy in which the cost of living is realtively stable.” This bill, while not 
the subject of these hearings, has been referred to the House Government 
Operations Committee. We strongly urge that at the earliest opportunity the 
committee report out H. R. 13154. 

While price level stability is not the objective toward which current policy 
measures should be primarily directed—the recession is our first economic prob- 
lem now—still it is the one objective which is not now stated explicitly in the 
act. 

This is the one important way in which the Employment Act now needs 
amendment. 

H. R. 13154 would better accomplish the objectives of H. R. 12785 and 


would do so in a manner wholly consistent with the existing concept of the 
Employment Act. 


STATEMENT OF THE NATIONAL ASSOCIATION OF MANUFACTURERS 


The National Association of Manufacturers welcomes this opportunity to 
express its views regarding the proposed amendments to the Employment Act 
of 1946. The association has a membership of nearly 22,000, representing all 
of the States, all areas of industry, and a broad segment of small business—8&3 
percent of member companies employ less than 500 workers. Association 
policies are developed by action of committees composed of member-company 
representatives, and approved by the board of directors. 

This statement is submitted in opposition to H. R. 12785, which proposes to 
amend the Employment Act of 1946 in two particulars; namely: first, by inelu- 
sion of the words “including monetary and credit policies” in section 3 (a), 
which prescribes, in general, the scope of the Economic Report; in section 3 (b), 
which relates to supplemental reports; and in section 4 (c) (3), which deals 
with an appraisal of the extent to which the programs of the Government are, 
or are not, contributing to the objectives of the act. The second amendment 
is a new subsection (6) added to section 4 (c). It would extend the duty and 
function of the Council of Economic Advisers to include the collection of informa- 
tion concerning, and studies of, such proposed price and wage increases as may 
adversely affect maximum employment, production, and purchasing power, 
and to report to the President instances where the proposed increase is found 
likely to have such an adverse effect, in order to enable the President to make an 
appropriate, informed request for voluntary restraint by the parties concerned. 

These preposed amendments are opposed by the National Association of 
Manufacturers, first of all, on the general ground that they involve matters of 
such far-reaching scope and importance as to warrant a more thorough, extensive 
study than appears possible at this time, and a full public discussion in extended 
open hearings before legislative action is considered. It cannot be said that 
the various compendiums of panelist papers and reports of hearings before the 
Joint Committee on the Economic Report in the area of money, credit, and prices 
constitute a sufficient response to this objection. Informative as these materials 
are, they represent only the views of a selected group and, as such, cannot be 
regarded as an adequate substitute for the kind of study and investigation that 
open committee hearings would produce. Moreover, the Senate Finance Com- 
mittee has been engaged, for upward of a year, in an intensive investigation of 
the financial conditions of the United States, which has not yet been concluded. 
It is submitted that action on the pending bill would be premature until the 
findings and conclusions of the Senate committee are made available. 

In addition to this general objection, which relates to procedure rat}, than 
content, the National Association of Manufacturers desires to record briefly 
at this point its criticism of the specific amendments, dealing, first, with the 
extension of the Council’s duty and function to monetary and credit policies, 
and, second, with the proposed inspection of wage and price policies. 
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Monetary and credit policies —The following paragraphs from the policy posi- 
tion of the National Association of Manufacturers reveal the underlying basis of 
our objection. It was adopted by the board of directors at its meeting of 
September 22-23, 1955: 

“The objective of money and credit management should be to promote the 
smooth functioning of the economic system, which is best achieved by continu- 
ing stability in the purchasing power of the dollar. This goal is to be reached 
by letting the total money supply increase in step with the growth of produc- 
tion, but no precise formula of this relationship should be set out. Specifically, 
the supply of money and credit should not be manipulated to correct every 
small variation from the long-range norm. In short, the money supply should 
always be adequate to perform the necessary money work, but not so abundant 
as to impair its value. 

“The responsibility for regulating the supply of money and credit to meet 
the needs of a growing economy should be vested solely in and exercised by the 
Federal Reserve System without domination by the executive branch of the 
Federal Government. In performing this task, the System’s aim should be the 
accommodation of commerce, agriculture, and industry.” 

The new material to be added to sections 3 and 4 of the Employment Act, as 
indicated above, may be interpreted in one or other of two ways. First, it may 
be considered to be merely an authorization to the Council to include reference 
to matters of monetary and credit policy in the economic report. But, if this 
be the purpose, no express authorization is necessary, for the Council has already 
included in its annual reports descriptive accounts of conditions and developments 
in the field of money and credit. For example, note the following: Economic 
Report, January 1956, pages 29-43; idem, January 1957, pages 35-40; idem, 
January 1958, pages 27-34. 

A second interpretation of the purpose of the amendment under consideration 
is that it is designed to establish the President, acting through the Council of 
Economic Advisers, as an authority with advisory, or even supervisory, powers 
over the Federal Reserve System. This is not an unreasonable possible construc- 
tion of the purpose in the light of the following paragraph from the remarks of 
Hon. Henry R. Reuss, of Wisconsin, sponsor of H. R. 12785, as reported in the 
Congressional Record of June 3, 1958, at page 9022. Mr. Reuss said: 

“If the Persident believes that the Federal Reserve is exercising its rediscount 
and reserve powers properly, or too severely, or too laxly, he should say so. If, at 
a time when credit needs to be made easier, he believes that national economic 
goals will be enhanced by open-market purchases of Government securities, rather 
than by changing reserve or rediscount requirements, he should say so. If he 
believes that the Federal Reserve’s general montetary controls need to be supple- 
mented by selective controls, as over consumer spending, he should say so.” 

It is submitted that this explanation of purpose, by the sponsor of the bill, 
involves the possbility of serious and dangerous interference with the operations 
of the Federal Reserve System. In order to enable the President to express 
wise and sound decisions, at the right time, the Council would need to become even 
more expert on the management of money and credit than the Federal Reserve 
Board and the Open Market Committee, for the import of the above quotation 
is that, on occasion, the President would not only advise, but criticize, the policies 
of the banking experts. To the present, no President has undertaken to advise 
the central banking authorities on how to do their job, and it would be most 
unwise to add such a responsibility to the heavy load that the Chief Executive 
must carry. The Federal Reserve Board was obliged, by the financial exigencies 
of World War II, to utilize the resources of the banking system in support of the 
Treasury’s war-finance task. This task required maintenance of easy money 
and ample lending power in order to float the successive war loans, although both 
the Federal Reserve Board and the Treasury were fully aware of the inflationary 
consequences. The second paragraph of the NAM policy position quoted above 
is pointed specifically at maintaining the independence of the Federal Reserve 
System as established by the accord of 1951, in order that it may discharge its 
own heavy responsiiblity in an atmosphere of freedom from political or other 
special pressures and influences. It goes without saying that the Federal Reserve 
System will support and assist the Treasury in its management of the public 
debt, and this is contemplated in another paragraph of the NAM policy state- 
ment, which follows: 

“The Federal Open Market Committee should not extend its market operations 
beyond the primary objective of assuring an adequate, but not excessive, volume 
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of money and credit except when, and then only to the extent necessary to avoid 
a disorderly situation in the Government securities market. It should not, how- 
ever, be required to make or assure a market for Government securities.” 

It is well known that Federal Reserve officials and Treasury officials maintain 
close and regular communications with each other, and that consultations are 
often held before important decisions are made. This relationship is, however, 
one of cooperation, rather than compulsion from either side. 

Nothing in this statement is intended to imply that the Federal Reserve 
authorities are above criticism. Any citizen is free to hold and express views 
on monetary and credit policy that differ from those of the Federal Reserve 
System. This privilege extends to the President, to whatever extent he may 
be inclined to exercise it. In fact, he has such a right with respect to any other 
operation or activity, in or out of the Government. The point to be emphasized 
is that, having delegated to the Federal Reserve System the task of establishing 
and managing monetary and credit policies, it should not be dominated by the 
executive branch in the performance of this task. 

Since the extension of the Council’s jurisdiction to include reporting on mone- 
tary and credit policies is unnecessary, if reporting is all that is involved, and 
dangerous if it goes further to include subjection, in any degree, of the Federal 
Reserve System to supervision and direction by the executive branch, it is 
strongly recommended that no action be taken on this proposed amendment to 
the Employment Act. 

Wage and price policies.—The second proposed amendment to the Employment 
Act involves alternatives similar to those set out above. Inasmuch as the Presi- 
dent has already exhorted labor and management to observe restraint in arriving 
at wage and price policies, he evidently considers that he has authority to do so. 
The Council of Economic Advisers has also appealed to labor and management 
to exercise restraint, as the following passage from the 1958 Economic Report 
shows (pp. 53, 54) : 

“Business concerns must reexamine their policies and practices. Price in- 
creases that are unwarranted by costs or that attempt to recapture investment 
outlays too quickly not only lower the purchasing power of the dollar but may 
be self-defeating by causing a restriction of markets, lower output, under- 
utilization of capacity, and a narrowing of the return on capital investment. 
The leadership of labor must recognize that wage increases that go beyond 
prospective productivity gains are inconsistent with a stable price level. The 
problem of inflation can only be aggravated by wage increases that are demanded 
and obtained on the assumption that living costs are going to rise, and the 
resumption of economic growth can only be slowed by wage demands that imply 
either an increase in prices or a further narrowing of the margin between prices 
and costs.” 

In view of the fact that both the President and the Council have already coun- 
seled restraint in setting wage and price policies, nothing would be gained by 
legislating permission to do something that has already been done. Passed over 
here is whether or not the treatment of the wage and price question by the 
President and the Council has been adequate or focused correctly upon the 
essential issues involved. The appeals to labor and management thus far made 
have been couched in general terms, addressed to labor and management as a 
whole, whereas the language of the proposed amendment would authorize both 
the Council and the President to single out the wage negotiations between a 
specific company and a specific union, and the resulting price adjustments that 
the company may contemplate in the light of the effect of the new wage agree- 
ment on its costs. Mr. Reuss has said that this would be in no sense wage or 
price control, since the industry or union involved would be free to disregard 
the recommendation (Congressional Record, p. 9024). 

The alternative to simple hortatory authority which now exists without specific 
legislation, is the legal power to compel. Not much foresight is required to 
perceive that a few rejections of the Presidential request would lead to pressures 
for compulsion. From this standpoint the proposed amendment is doubly danger- 
ous, in that it not only does not recognize and could not appropriately deal with 
the primary reason for wage contracts at rates above national productivity gains, 
but also because it is an open invitation to commit the Government and the 
citizens to full-scale wage and price control in the end. No more destructive 
threat to the free-enterprise system and a free society could be devised. The 
National Association of Manufacturers desires to register here its complete 
condemnation of this amendment to the Employment Act. 
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This position is based upon the following paragraph from a policy statement 
of the association entitled “Principles of Freedom of Action”: 

“The principles of freedom of action recognize that individuals know their 
own wants best and that human dignity requires that freemen should not have 
their wants dictated by others. Freedom of action is based, therefore, on indi- 
vidual decisions and not on commands and obedience. It recognizes that the 
individual producer is best qualified to make sound decisions concerning his 
problems of production and distribution, and that the aggregate of such decisions 
as tested in the free market results in wiser solutions of the economic problems 
of society than would decisions imposed by any outside agency.” 





















































ExHrsit 3—STATEMENTS AND LETTERS FROM INDIVIDUALS 






UNIVERSITY OF MICHIGAN, 

DEPARTMENT OF ECONOMICS, 

Ann Arbor, July 21, 1958. 
Congressman WILLIAM L. Dawson, 

Chairman, Executive and Legislative Reorganization Subcommittee of the 
Committee on Government Operations, House Office Building Annez, 
Washington, D.C. 

DEAR CONGRESSMAN Dawson: I enclose, at your request, a brief written state- 
ment with respect to H. R. 12785 for the record of the hearings which will take 
place on July 21 and 22. 

Sincerely yours, 
GARDNER ACKLEY, Chairman. 


STATEMENT OF GARDNER ACKLEY, PROFESSOR OF ECONOMICS, UNIVERSITY OF 
MICHIGAN 





The first change proposed by H. R. 12785 is to require the President to make 
recommendations with respect to monetary and credit policy. I am in full accord 
with the principles which underlie this provision, namely, that monetary and 
credit policy constitute a part of general economic stabilization policy; that the 
exercise of monetary and credit controls should be coordinated with the other 
stabilization weapons in the Government arsenal; and that the philosophy of 
the Employment Act, which centers the responsibility in the President (with 
the advice of the Council of Economic Advisers) for formulating and recommend- 
ing stabilization policies should include responsibilities with respect to the mone- 
tary field. 

One may reasonably object that coordination of monetary controls with other 
stabilization actions is possible under present arrangements, and that a change 
in the act could not compel the exercise of leadership in this field by a Presi- 
dent who preferred not to assume it. However, on balance I conclude that it 
would be useful to make clear the President’s responsibility, whether or not he 
chooses to exercise it. There will doubtless be objections to this proposal based 
on the view that monetary policy is too important or too delicate a matter for 
responsibility to be exercised by a popularly elected and popularly responsible 
officer. I regard such objections as nonsense. The same could be said, with more 
justice, of foreign policy ; but none of us would accept the conclusion that foreign 
policy should be insulated from the President and the Congress. 

The second part of this proposal authorizes the Council of Economic Advisers 
to collect information and make studies concerning proposed price and wage 
increases, in order to permit the President to request, where appropriate, that 
the parties refrain from inflationary wage and price increases. This proposal 
involves extremely complex issues both of economic theory and public policy. 
Without spelling out my reasoning (which appears in detail in my statement 
in the recent Joint Economic Committee compendium on the relationship of 
prices to economic stability and growth), I will indicate my support of several 
propositions that I believe underlie this proposal. They are (1) that inflation 
is not in all cases the result of an excess of total demand for output over the 
economy’s ability to supply it; the presence and extent of inflation depend not 
only on aggregate demand but also on the wage and price policies of unions 
and business enterprises; (2) monetary and fiscal policies cannot, therefore, 
be exclusively relied upon to prevent inflation except at the cost of substantial 
unemployment and sacrifice of output (although we surely could do a better job 
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with monetary and fiscal policy than we have so far done, both in the control of 
inflation and in the prevention of unemployment); and (3) although inflation 
may arise from private wage and price policies, generalized appeals for re- 
straint are of little use and may even conceivably be harmful. 

I believe that the parties to our strategic wage bargains and price decisions 
are already to some extent aware of the existence of an overriding public interest 
in their decisions. But if this public interest is to play a major role in the out- 
come of their negotiations and considerations, it must somehow be more clearly 
focused upon the particular matters under consideration, and the consequences 
of inflationary decisions be more clearly spelled out both for the parties and the 
public. How this can be done without harmful consequences is a matter that 
troubles all of us who have thought about it. 

In my statement for the Joint Economic Committee, I proposed an indepen- 
dent Wage and Price Commission with powers to investigate and even tem- 
porarily to suspend proposed increases. I can see both advantages and dis- 
advantages of assigning this responsibility to the Council and the President. 
In contrast to monetary policy, public intervention in wage and price matters 
involves the Government in taking a position for or against the economic interests 
(narrowly conceived) of particular sellers or buyers, employers or unions. 
This is indeed a delicate matter, and capable of abuse to the detriment not only 
of the individuals concerned but also of the whole national economy. It is a re- 
sponsibility that cannot be lightly assumed, nor can one legitimately expect spec- 
tacular results in curbing inflation by this means. Very careful consideration 
needs to be given over a long period of time to the development of standards for 
individual wage and price increases that are consistent on the one hand with 
the efficient redirection of resources within the economy and on the other to the 
avoidance of inflation. No economist has yet proposed satisfactory standards for 
this purpose. 

Nevertheless, I am certain that the members and staff of the Council of 
Economic Advisers, present or future, cannot fail to be fully aware of the delicacy 
and difficulty of this responsibility, and would advise the President wisely in these 
matters. 

Since I believe that inflation constitutes a major threat to our economy 
and that our ability to control it with present weapons is inadequate, I am 
prepared to recommend that we experiment in new directions. None of us can 
say whether this particular proposed experiment can succeed, but I believe that 
we are justified in trying it. I do not think that it can do serious or irreparable 
harm, and it may constitute an initial step in the evolution of a satisfactory solu- 
tion of our problem of creeping peacetime inflation. 


STANFORD UNIVERSITY, 

APPLIED MATHEMATICS AND STATISTICS LABORATORY, 
Stanford, Calif., June 30, 1958. 

Hon. WILLIAM L. Dawson, 
Chairman, Executive and Legislative Reorganization Subcommittee, Com- 
mitteee on Government Operations, 
House Office Building Anne, 
Washington, D. C. 


DEAR CONGRESSMAN Dawson: In reply to your letter of June 20, may I ex- 
press my strong approval of sections 1 and 2 of H. R. 12785. However, I have 
some distinct reservations about section 3. 

Sections 1 and 2 express the view that monetary and credit policies are 
integrally related to the full-employment policy of the Government and in 
particular to their implications for price stability. With respect to this aim I 
agree thoroughly that the unity of economic effects should be matched by unity 
of responsibility, at least for making policy recommendations and calling atten- 
tion to possible deficiencies in the actions of the Federal Reserve Board. From 
the point of view of rational economic policy, the interrelation is extremely close 
and it has been extremely foolish to attempt to make any separation. The 
case is even stronger if one recognizes that monetary and credit policies are 
themselves instruments of full employment policy as well as of price stability 
and the responsibility devolving upon the executive branch under the Employ- 
ment Act of 1946 includes, therefore, a responsibility for open markets opera- 
tions and interest rate termination. 
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However, I question seriously a policy which brings under public scrutiny 
individual wage and price increases. Such scrutiny by the Executive Office 
really amounts to a form of price or wage control through moral suasion. 
Most likely it will not be thoroughly effective but will serve to slow down cer- 
tain price rises and especially certain wage increases. Which ones are con- 
trolled is likely to depend more on exogenous factors governing publicity than 
on any real economic significance. Most economists, I think, would agree 
that it is not individual price and wage increases which are relevant in in- 
flation but the basic underlying causes which cut across industrial lines and 
which permit the increases to take place. I would suggest that section 3 
be modified to call for careful publicity on general movements in prices and 
wages, possibly broken down by industries, and a focusing of responsibility 
on the Council of Economic Advisers for making general recommendations. A 
policy of controlling specific price and wage increase is likely to lead at best to 
shortages, and misallocation of resources, and at worst to a jockeying for 
political power in the justification of labor or management attitudes. 
Yours truly, 
KENNETH J. ARROW, 

Professor of Economics and Statistics. 


THE JoHNS HopkKINs UNIVERSITY, 
DEPARTMENT OF POLITICAL Economy, 
Baltimore, Md., June 30, 1958. 
Hon. WILLIAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, 
Washington, D. C. 


DeEAR REPRESENTATIVE Dawson: Thank you for your letter of June 20, 1958. 
I am glad to respond to your committee’s request that I comment in writing 
on H. R. 12785, sponsored by Representative Henry S. Reuss of Wisconsin. 

I agree with Congressman Reuss that the Employment Act is in need of rein- 
forcement by the Congress so as to make it explicitly clear to the public, as 
well as to the administrators of the act, that price-level stability is an ob- 
jective of the Federal Government equally as important as its other economic 
objectives. Further, I commend him for his having taken the initiative in 
proposing legislation reflecting this need. Regrettably, however, I find myself 
entirely opposed to H. R. 12785. I believe that, if enacted, this bill would not 
only fail to serve the objective of price-level stability, but would have addi- 
tional drawbacks which would be more detrimental than no amendment of the 
Employment Act at all. Let me take up, in turn, the two principal changes that 
this bill would introduce. 

First, H. R. 12785 requires the President to include in his annual economic re- 
port and in supplementary reports recommendations regarding monetary and 
credit policies. In the present organization of the Federal Government, mone- 
tary and credit policies are primarily the responsibility of our central bank- 
ink authority, i. e., the Federal Reserve System. A creature of the Congress, 
the Federal Reserve System is independent of the Chief Executive in the sense 
that it is accountable for its policies and actions neither to the President nor 
to any other part of the executive branch but to the Congress alone. Accord- 
ingly, the formulation and implementation of Federal Reserve policies are be- 
yond the decision making of the Chief Executive and of any of his subordinates 
or advisers. The rationale for this independent status of the Federal Reserve 
System is, if anything, more appropriate and compelling now than it was in 
1913 when the Federal Reserve Act was passed. In today’s world of big gov- 
ernment, big government expenditures, and big government debt, separation of 
the money-spending authority from the money-creating authority is imperative, 
particularly in connection with anti-inflationary policies, with which H. R. 12785 
is concerned. For by its very nature, the money-spending authority, viz, the 
executive branch, has a vested interest in the avoidance of restrictive monetary 
policies; and the bigger the Government debt, the stronger is this vested 
interest. 

I need not belabor the importance of the present independent status of the 
monetary authority, since H. R. 12785 does not attempt to change the existing 
institutional relationship of the Chief Executive to the Federal Reserve. How- 
ever, granting that the Federal Reserve should maintain its present independent 
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status, it follows that any measure which works in the direction of jeopardizing 
or weakening this independence is undesirable. 

Now H. R. 12785 compels the President to express himself officially on current 
and prospective monetary policies in his economic reports to the Congress. 
What are the results of this innovation likely to be? Two alternative possibilities 
emerge. If the Federal Reserve’s views at a given time happen to correspond 
to those of the President, the new provision will have added nothing of substance, 
since there already exist arrangements for informal exchange of views and infor- 
mation between the Chief Executive and the Federal Reserve. On the other hand, 
if the Federal Reserve is contemplating policies which would run counter to the 
President’s recent recommendations, the Federal Reserve will be confronted with 
the prospect of an overt clash with the administration. The existing informal 
arrangements for exchange of ideas facilitate and encourage compromise between 
the two parties; but Presidential retreat from official pronouncements to the 
Congress is quite a different matter. Can any constructive purpose be served by 
the innovation of H. R. 12785, which complicates the already arduous task of 
the Federal Reserve by creating further uncertainty and possible embarrassment 
through official publicity of differences of opinion? The answer is clear: the 
new provision will, at best, contribute nothing that is not now available; at 
worst, it will dilute and weaken policies and pronouncements of the Federal 
Reserve so as to make them conform to Presidential preferences rather than risk 
public embarrassment and confusion resulting from overt conflict. 

The second principal provision of H. R. 12785 is that, by means of information 
and studies presented to him by the Council of Economic Advisers, the President 
be enabled to make requests for voluntary restraint from the parties to proposed 
price and wage increases that “may adversely affect maximum employment, 
production, and purchasing power.” This amendment of the Employment Act 
is objectionable on several grounds. 

(1) While, according to Representative Reuss’ explanatory remarks on the 
floor of the House, the provision is aimed at “proposed price and wage increases 
which have an inflationary potential” [italics mine], this is not expressly stated 
in H. R. 12785. I understand, of course, the absence of the italicized phrase 
from the bill: Representative Reuss is, unfortunately, opposed to the explicit 
incorporation of the objective of price-level stability into the Employment Act. 
In consequence, he is apparenly also unwilling to use the word “inflationary” 
in his bill. But the possibly inadvertent failure of Congress to be explicit in 
the matter of price-level stability in 1946 is hardly an adequate excuse for a 
deliberate failure on the same point in 1958. 

(2) Contemplated price increases in particular firms may be due not to wage 
increases in these firms but to higher prices of raw materials. Should, in such 
cases, the President make a request for voluntary restraint or are such cases 
outside the purview of the bill? 

(3) Making Presidential exhortations to private parties a permanent official 
tool of economic policy is, at best, a futile gesture and, at worst a deflection from 
existing responsibilities of Government. To expect either management or labor 
or both, particularly in individual firms, to heed Presidential pleas amid an 
excess of aggregate monetary demand is to engage in economic fantasies. The 
remedy for a general excess of demand lies not in pleas and requests but in 
fiscal and monetary policies. When actions are called for, pleas alone will not 
do; and when the actions are forthcoming, pleas are superfluous. Nor will it do 
to argue that a cost-push inflation, unlike a demand-pull inflation, is beyond 
the reach of fiscal and monetary policies. The occurrence of cost inflation pre- 
supposes acquiescence by the monetary authority in a rising price level. But 
such a presupposition is a counsel of despair: the monetary authority has the 
capacity to counteract inflationary pressure from the cost side as well as from 
the demand side. Failure to use this capacity cannot be permanently absolved 
by Presidential requests and exhortations to private parties. 

(4) Last but not least, in a free-enterprise economy it is not a function of the 
Chief of State to participate in the determination of individual prices and wage 
raes. The variation of individual prices and wage rates is a function of the 
market mechansm which allocatese resources throughout the economy. To 
inject the President of the United States into the determination of individual 
prices and wage rates is to make his office a substitute for the market mech- 
anism. This, I submit, is not conducive to the general welfare. 

Sincerely yours, 
JOSEPH ASCHHEIM, 
Assistant Professor of Political Economy. 
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CARNEGIE INSTITUTE OF TECHNOLOGY, 
GRADUATE SCHOOL OF INDUSTRIAL ADMINISTRATION, 
Pittsburgh, Pa., July 3, 1958. 
Representative WILLIAM L. DAWSON, 

Chairman, Subcommittee on Executive and Legislative Reorganization, 
Committee on Government Operations, House of Representatives, Wash- 
ington, D.C. 

DEAR REPRESENTATIVE Dawson: This is in reply to your letter of June 20 re- 
questing my views on H. R. 12785, submitted by Representative Reuss to amend 
the Employment Act of 1946. The proposed amendment has two major provisions. 
I will comment on them separately, and add a special comment on one possible 
further amendment mentioned by Representative Reuss in introducing the bill. 

The first major provision of the amendment is that the President shall include 
in his recommendations to Congress “monetary and credit policies” appropriate 
to help achieve the basic objectives of the act. I believe that the President should 
feel responsible for sending to the Congress an economic report covering all 
aspects of current economic trends and developments, including monetary and 
credit developments. I believe he should feel responsible for recommending a 
program that he feels would be most conducive to carrying out the objectives of 
the act, including monetary and credit policies if he feels they play an important 
role. Monetary and credit conditions and monetary and credit policies are in 
fact a very important part of the functioning of the modern American economy ; 
arbitrary exclusion of them from the President’s report seems to me unnecessary. 

On the other hand, I do not believe that the President should be given power, 
implicity or explicitly, to direct the Federal Reserve as to the course of its 
policies. The present arrangement whereby the Board of Governors of the 
Federal Reserve operates on a quasi-independent basis from the executive branch 
of the Government appears to be a useful one. It is desirable that the monetary 
authorities be somewhat insulated from the day-to-day pressures of the political 
process, but still responsible in a general way to the public. This implies that 
monetary policy should be made with full recognition of the general objectives 
of overall Government economic policy, and that overall Government economic 
policy should be able to count on effective monetary policy as one important tool. 
It implies that the officials of the Federal Reserve should work cooperatively and 
closely with other officials of the executive branch of the Government in devising 
and carrying out policy, though this cooperation should not be construed to place 
the Federal Reserve under the direction of the President. 

This type of working arrangement has not been generally achieved. For ex- 
ample, during the years immediately prior to 1951 it is clear that Federal Reserve 
policy was excessively dominated by the needs of the Treasury. On the other 
hand, it appears, at least to the outsider, that during recent years the Federal 
Reserve and the Treasury have gone too far in delimiting the spheres of control 
and influence of each, even though their operating relations appear to be cordial 
and generally effective. 

I believe the optimal kind of operating relationship can be carried out under 
the present legislation. On the other hand, the intent of H. R. 12785 to make 
expliict the desirability of overall consideration by the President of the eco- 
nomic picture and of policies to achieve the directives of the act is commendable, 
so long as the legislative intent is clear along the preceding lines. I would, 
therefore, mildly favor the first provision of the proposed amendment, particu- 
larly the amendment of section 3 (a). 

The second major provision of the amendment is that the Council be directed 
to collect information on proposed price and wage increases and to report these 
to the President where they may have an adverse effect on the achievement of 
the objectives of the act, in order to enable the President to make an appropriate, 
informed request for voluntary restraint by the parties concerned. The objective 
of this proposed amendment is commendable. To avoid inflation, we clearly need 
a more effective pressure of public opinion in all participants in the wage-price 
process. Nevertheless, I do not believe this amendment is desirable. This is 
because it would seem likely to lead to a situation whereby major unions and 
major firms or industries would increasingly feel compelled to consider with 
the President likely wage and price changes. I do not believe that such indi- 
vidual wage setting and price setting should be taken out of the realm of normal 
collective bargaining processes and normal market price setting processes and 
made subject to the kind of presidential approval implied in the proposed amend- 
ment. I believe that the role of the Government in achieving relatively full 
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employment without inflation must be, basically, to provide a monetary-fiscal 
framework that does help provide approximately that amount of total demand 
that is consistent with substantially full employment without inflation, and to 
permit individual prices and wages to be set freely within that framework. 
I believe, as indicated below, that amendment of the Employment Act to include 
specifically the objective of substantial stabilization of the commodity consumer 
price index would be an important step toward clarifying the fact that Govern- 
ment policy will be aimed at avoiding inflation as well as at encouraging high- 
level employment. This kind of pressure on public expectations and on partici- 
pants in the wage-price process seems to me to be more desirable than direct 
intervention in individual wages and prices implied by the proposed amendment. 
In his remarks introducing H. R. 12785, Representative Reuss concludes that 
there is no need to insert specifically in the language of the act the objective, 
along with other objectives, of maintaining approximate stability of the consumer 
price level, although he urges that the legislative intent be made clear that this 
be considered one of the objectives of the act. For the reason indicated briefly 
above, and spelled out at more length in the paper I submitted to the Joint 
Economic Committee, How Important Is Price Stability in Stable Economic 
Growth? (published in the Compendium of Papers Submitted by Panelists on The 
Relationship of Prices to Economic Stability and Growth—especially pp. 43-47), 
I believe that the act should be amended to include this among its present objec- 
tives. Such amendment would not solve the problem of achieving high-level 
employment without inflation, but it should provide some assistance in estab- 
lishing a framework of expectations conducive to the desired result—substan- 
tially the same goal as is envisaged in the second part of H. R. 12785 but without 
the implication of direct presidential interference in individual wage and price 
setting. It would be a weaker approach, but one more consistent with the 
processes of a substantially free market, private enterprise economy. 
Sincerely, 
G. L. Bacu, Dean. 


THE UNIVERSITY OF CHICAGO, 
DEPARTMENT OF ECONOMICS, 
Chicago, Ill., July 2, 1958. 
Hon. WILLIAM L. Dawson, 

Chairman, Executive and Legislative Reorganization Subcommittee of the 
Committee on Government Operations, House Office Building, Wash- 
ington, D. C. 

Deak Mr. Dawson: Thank you for your letter of June 20, requesting my 
written opinion on H. R. 12785, recently introduced by Representative Henry S. 
Reuss of Wisconsin. I am honored by your request and am pleased to comply 
with it. 

My position is that I oppose this bill in its entirety. While it is possible and 
even likely that if enacted the measures proposed would have no substantive 
effect at all, insofar as they did have any effect that effect would almost certainly 
be harmful rather than beneficial. I feel that this is true for each of the two 
main proposals in the bill, viewed separately, and that it is especially true when 
the two are wrapped up in a single package. 

The “single package” aspect of the matter is clearly brought to the fore in the 
introductory sentence describing the bill’s purposes as being “to provide for the 
inclusion of recommendations concerning monetary policies in the President’s 
program, and to bring to bear an informed public opinion upon proposed infla- 
tionary price increases.” The juxtaposition of these two proposals, combined 
with Mr. Reuss’ explanation that the President has failed to give proper guid- 
ance to the Federal Reserve System, can only mean that an implied endorsement 
by the Congress is proposed of one economic theory of inflation as against an- 
other: that so-called inflationary price increases rather than excessive monetary 
ease are the root cause of inflation. Now while different and highly respectable 
schools of thought exist within the economics profession on this matter, so that 
powerful intellectual support can be found for the proposals embodied in this bill, 
it does not follow that it is wise for the Congress to take sides in what is still an 
unsettled and highly subtle question of economic analysis. 

This does not mean, of course, that public policy can steer completely clear of 
economic problems merely because they are difficult. Sometimes an issue must 
be seized regardless, and action taken according to the best knowledge that we 
have. The proposals under consideration, however, fall short of forthright ac- 
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tion and amount to little more than an attempt to secure continued publicity for 
one economic point of view. If the facts clearly supported the economic point of 
view these proposals represent, which they most assuredly do not, the choice 
should be made straightaway between price controls, on the one hand, or infla- 
tion, on the other (with a possible third alternative of continued serious unem- 
ployment). Unless the facts should make it clear that such an unpleasant choice 
does have to be made, however, I see nothing but harm for continued high-level 
publicity for the theory that this choice might be necessary, the repetition of 
= might convince people of its truth merely because they had heard it so 
often. 

Turning now to the individual proposals, I could not agree more with Mr. 
Reuss when he says that it would be entirely proper for the President to state 
his views on monetary policy, just as it is proper for him to state his views on 
any other issue affected with a public interest. This does not imply, however, 
that the President should be compelled to state his views on this issue. If the 
President desires a new line to be taken in the area of monetary policy, his 
ability to get what he wants is beyond question; this has in fact happened more 
than once in the past. Indeed, his powers in this respect are more direct and 
overwhelming than they are with respect to those matters on which he now 
makes regular recommendations to the Congress. Why, then, should he make 
recommendations? 

The only reason I can think of that this would be proposed is that the oppo- 
nents of any antiinflationary tight money policy might hope to derive aid and 
comfort, to the embarrassment of the Federal Reserve Board, from the possible 
disagreements among different branches of the administration on this matter. 
For example, the Treasury Department can float its bond issues more cheaply 
and conveniently if the interest rate is pegged at a low and inflationary level; 
and Secretaries of the Treasury have in the past been known to value this con- 
venience so highly that they simply ignored or disbelieved its inflationary con- 
sequences. Forcing the President to make a formal statement on monetary 
policy could conceivably result in his inadvertently giving more weight to this 
view than he intended or realized, with a corresponding strengthening of the 
Treasury Department point of view relative to that current in the Federal Re- 
serve Board and its staff. In practice, I think that the President can be counted 
on to know sufficiently well what his policy is that this would not in fact happen. 
In this case the proposal would be completely harmless and pointless; all the 
President would do would be to make a descriptive statement, saying little if 
anything that was not already known of the going monetary policy. 

The proposal to “collect information concerning * * * such proposed price 
and wage increases as may adversely affect maximum employment, production, 
and purchasing power” to enable the President in such cases to “make an appro- 
priate, informed request for voluntary restraint by the parties concerned” is 
either empty or fraught with danger. If the voluntary restraint called for is 
truly voluntary, the proposal is empty; more probably, however, the threat of 
direct price and wage control will be held over the heads of the parties concerned 
to encourage this voluntary restraint. 

The issue that has to be faced squarely here is whether or not there is sub- 
stantial monopoly power which is resulting in prices that are too high and rising 
too fast. If there is, then this should be dealt with directly. Price control is in 
practice one of the worst conceivable means of dealing with it. If the monopoly 
power is in unions, strong action should be taken to reduce and remove their 
coercive powers; if the monopoly power is in large corporations, forced splitups 
into small firms and other measures to create competition should be employed. 
Personally I do not believe that these measures are required. The amount of 
monopoly power in the United States economy tends to be greatly exaggerated, 
partly because big businessmen have a penchant for pretending there is less price 
competition than in fact there is, and because labor leaders are similarly inclined 
to overstate their positions. 

Whatever we may think on the monopoly issue, it is completely indefensible to 
speak of some price or wage increases as being more inflationary than others. 
If the prices of livestock and grains rise sharply, this tends to lower the pur- 
chasing power of the dollar and the standard of living of the consumer. Does 
anyone seriously propose that the President should, therefore, urge voluntary 
restraint on farmers with respect to the prices they accept for their products? 
Indeed, such restraint would not be appropriate at all. The scarcity of any prod- 
uct means that people must economize in its use; and by far the most efficient 
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and appropriate way to accomplish this is for the price to go up. This is equally 
true if the product happens to be produced by big business, as long as the scarcity 
is real and not the artificial result of monopoly. I see no reason why the price of 
steel should not fluctuate up and down as freely as the price of copper or zine 
(and, in fact, I think it does fluctuate a good deal more than people realize. In 
this connection, please see my paper submitted in May to the Joint Economic 
Committee). The kind of publicity implied in the bill under consideration would 
certainly not promote such price flexibility, nor would it promote better public 
understanding of the role which flexible prices play in maintaining efficiency in 
the face of changing conditions. 

I can only conclude, therefore, that the only way that the proposals under 
consideration would be beneficial would be if they had effects exactly opposite 
to what is evidently intended in making them. In practice, the most that one 
could hope for would be that they would have no effect at all. Given that this 
is the case, the best way to be sure is not to adopt them in the first place. 

Sincerely yours, 
MARTIN J. BAILEY. 





THE Lonpon ScHooL or ECONOMICS AND POLITICAL SCIENCE, 
UNIVERSITY OF LONDON, 
London, July 9, 1958. 
Mr. Wri11AmM L. Dawson, 

Chairman, Executive and Legislative Reorganization Subcommittee of the 
Committee on Government Operations, House Office Building, Wash- 
ington, D.C. 

Dear Mr. Dawson: Thank you very much for your letter of June 20 asking 
for my comments on H. R. 12785. I am, of course, happy to do so. I enclose 
two copies of my rather brief comments and hope that they will be of some use 
to the Committee on Government Operations. 

Sincerely, 
WiitramM J. Baumor. 
COMMENTS ON H. R. 12785 


Like the rest of the Employment Act, the proposed amendments are exceed- 
ingly general and serve primarily to list objectives and assign responsibility. 
This is highly desirable in the nature of the case since more specific legislation 
would doubtless be more hindrance than help in a stabilization program by 
straitjacketing its administrators. On the other hand, the generality of the 
discussion makes it difficult to assess how the amendments would work out in 
practice. 

One may only comment that all of the objectives which the amendments 
emphasize are highly important, and that it is well to provide assurance that 
they will be given adequate attention by the executive. The need for concern 
with monetary and credit policies and with price and wage determination in 
our world of built-in inflation is absolutely clear. 

Hesitation need only be felt if the program in any way implies direct executive 
control over the Federal Reserve System or the possibility of direct control 
over wages and prices. It seems clear that Representative Reuss, the author 
of the bill, has no such intentions. However, misunderstanding on these points 
must be carefully avoided, if necessary and appropriate by limiting explicitly 
the scope of the bill. 


CoLUMBIA UNIVERSITY IN THE City of NEw York, 
GRADUATE SCHOOL OF BUSINESS, 
New York, N. Y., July 21, 1958. 
Hon. Witi1aM L. Dawson, 
Chairman, Executive and Legislative Reorganization Subcommittee of 
the Committee on Government Operations, House of Representatives, 
Washington, D.C. 


Dear Mr. Dawson: In response to your invitation I wish to submit for the 
record the following statement of views regarding H. R. 12785, a bill to amend 
the Employment Act of 1946. 

The bill would revise the Employment Act along two lines. The first group 
of amendments would revise the act to specify “monetary and credit policies” 
as one of the subjects to be included in the program of recommendations which 
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the President is directed to transmit to Congress in his annual Economic Report. 
I do not favor this group of amendments for the following reasons: 

1. They would add nothing but emphasis. There can be no doubt that the 
President is now charged by law with responsibility for presenting a program 
which includes all significant aspects of economic policy including monetary 
and credit policy. His responsibility would not be enlarged by the specifica- 
tion called for by these amendments. If the President wishes to decline his 
responsibilities to the Congress and the public in the field of monetary and credit 
policy, he could do so under the proposed language as well as under the present 
wording of the laws. 

2. In view of the comprehensive character of the responsibility with which 
the President is now charged, I believe the law would be weakened rather than 
Strengthened by singling out one aspect of national policy for special mention 
in the Employment Act. The revised language might well be used as an ex- 
cuse on the part of the President for omitting or treating very lightly other 
areas of policy on the ground that they were not mentioned in the act. More- 
over, the language would put an unjustified emphasis on monetary and credit 
policies as an instrument for promoting economic stability and growth. 

3. The requirement would not meet the problem even if complied with. The 
President’s Economic Report is submitted only once a year. Monetary and 
credit policies need to be reconsidered frequently, sometimes almost on a day- 
to-day basis. The President’s report might come long after the need for action 
had gone by. 

The problem with which the author of the bill is seeking to deal, as indicated 
in his speech in the House of Representatives on June 3, 1958, in favor of the 
bill, is a very basic one, namely, the integration of economic policy into a unified 
whole in view of the special position of monetary and credit policy. This 
problem involves a very real dilemma. On the one hand, all aspects of govern- 
mental policy should be consistent and carefully integrated with a view to pro- 
moting economic stability and growth since otherwise different policies may 
work at cross purposes, nullifying each other. Only the President is in posi- 
tion to achieve this consistency and integration. On the other hand, Congress, 
in which the Constitution lodges power over monetary affairs, has placed the 
control of money and credit in the hands of the:Federal Reserve Board as an 
agency independent of the President. The reasons for doing this are persuasive. 
The history of many countries indicates that the temptation to take easy 
and popular but economically unsound courses of action with respect to mone- 
tary and credit policy is particularly great when the same authority may be 
both the borrower and lender—both the spender and creator—of money. 

While I would oppose disturbing the independence of the Federal Reserve 
Board with respect to monetary and credit policy, I believe the President should 
take the leadership in seeking to achieve a consistent and integrated body of 
economic policy. I believe this leadership could be exerted through a high- 
level committee on monetary and credit policy which would include representa- 
tives of the administration and of the Federal Reserve Board. Such a com 
mittee has been in operation since September 1957. It may be that it should 
have more formality than it now has. Congress could exert influence through 
the public hearings and reports of the Joint Economic Committee, which have 
had much influence in the past. 

In this connection it may be noted that in 1952 the Subcommittee on General 
Credit Control and Debt Management of the Joint Committee on the Economic 
Report considered many aspects of monetary and credit policy. One of the 
questions which it directed to the Council of Economic Advisers related to the 
problem of the relation of the President to monetary policy. The answer of the 
Council, of which I was at that time a member, elaborates in general the views 
I have expressed in the preceding paragraphs of this letter. The answer ap- 
pears on pages 848-851 of part II of the Committee’s publication entitled ‘“Mone- 
tary Policy and the Management of the Public Debt.” 

The other change in the Employment Act which is proposed in H. R. 12785 
would place responsibility on the Council of Economic Advisers to study those 
proposed wage and price increases which might adversely affect maximum em- 
ployment, production, and purchasing power, and to report thereon to the Presi- 
dent. The objective of focusing governmental and public attention on the 
adverse effects of excessive price and wage increases is a highly commendable 
one. The Joint Economic Committee has done a very real service in its recent 
work in this matter. The responsibility for taking an active interest in the 
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subject on the part of the Council of Economic Advisers and for recognizing it 
in the President’s Economic Report is implicit in the Employment Act. 

The proposed amendment, however, impresses me.as being both undesirable 
and impractical. Its effective administration would make it necessary to require 
prior announcement of all proposed wage and price increases, which would in- 
volve a serious interference with the freedom of business and labor. It is 
doubtful, moreover, that the results would be very significant. It is a very 
difficult economic problem to determine in advance what the economic effects of 
specific price and wage increases would be on the economy. A tremendous 
volume of studies would be required which would make it necessary to expand 
and change the Council of Economic Advisers into a substantially different type 
of organization—a change which in my opinion would be distinctly for the worse. 
Finally, it is scarcely realistic to suppose that the Council of Economic Advisers 
could be privy to the wage negotiations involved in the collective-bargaining 
operations of thousands of unions and employers. To attempt to reverse the re- 
sults of such wage negotiations after they were completed would be like trying 
to turn back the tide and if taken seriously would lead to very serious labor 
difficulties. 

To summarize my position, I oppose the enactment of H. R. 12785 but I con- 
sider the subject matter of the bill to be important and believe it requires con- 
tinued and increased consideration by Congress, the President, and the public. 

Sincerely yours, 
Roy BiLoueaH. 


Tue UNIVERSITY OF CHICAGO, 
THE SCHOOL OF BUSINESS, 
Chicago, Ill., July 10, 1958. 
Representative WiLt1AmM L. DAwson, 
House of Representative, Washington, D. C. 


DEAR REPRESENTATIVE DAwsoN: Thank you for your invitation to comment 
on H. R. 12785. 

The proposed bill deals with two problems, as you point out. I have no strong 
opinions on the first part of the bill, which is concerned with Presidential recom- 
mendations in the monetary and credit field. I am strongly opposed to section 3 
of the bill, which is concerned with wage-price restraint through an informed 
public opinion. 

With respect to Presidential recommendations in the field of money and 
credit, I find Representative Reuss’ remarks in the June 3, 1958, Congressional 
Record unconvincing. It seems clear from these remarks that the administra- 
tion does take a position on these matters, and that it makes this opinion known 
to the Federal Reserve in advance of Federal Reserve action. Representative 
Reuss apparently objects to the informal way in which the administration posi- 
tion is conveyed to the Federal Reserve. The way in which ideas should be 
communicated from one Government agency to another in order to produce best 
results is a problem which is well outside of my field of competence and I 
hesitate to take a position on the issue. 

The recommendations concerning wage and price policy are, in my view, the 
wrong approach to the problem. Representative Reuss apparently feels that 
some prices are “administered” by labor unions and management (or by man- 
agement alone), and that these groups have the power to establish prices which 
are in their private interest but inimical to the public interest. The proposal 
which he makes is that the Government should help in the administration of 
these prices. Representative Reuss is careful to point out that compliance with 
the Government’s recommendations would be voluntary, but he specifically states 
that the reason behind his proposal is that the present calls for voluntary re- 
straint are going unheeded. The implication would seem to be that voluntary 
noncompliance with governmental recommendations under the present bill would 
provoke stronger and stronger bills until compliance with the recommendations 
was achieved, “voluntarily” if possible, but involuntarily if necessary. Thus it 
seems likely that this legislation would lead to Government administration of 
prices and wages in important sectors of the economy. Even if this is not the 
objective, the legislation will not be effective if it does not have this result. 

Government administration of prices—whether the private parties concerned 
are forced to comply or do so voluntarily—is a step in the wrong direction. 
Public economic policy in a free enterprise society should be directed toward 
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making it in the interest of private parties to act in ways which are also in the 
publie interest. If some companies and unions possess the power to act anti- 
socially, they should be stripped of that power through application of anti- 
trust laws. If the present laws are inadequate to this purpose, then they should 
be strengthened, if it be found that unions and companies have undesirable 
economic power. If these groups do not have undesirable power, then they 
should be permitted to make their decisions free of Government interference. It 
should also be noted that economists are far from unanimous on the question of 
whether prices are administered in any important sense. 

The present proposal seems to be an attempt to substitute the President’s 
Council of Economic Advisers for the legislative, executive, and judicial branches 
of Government. The offense is defined in the statement of objectives of the 
bill as being “inflationary price increases,” and this is amplified in the text only 
as “price and wage increases as may adversely affect maximum employment, 
production, and purchasing power.” The Council is not only left to interpret 
the word “may,” but also to collect and analyze the evidence, and reach a de- 
cision. If the private parties concerned wish to dispute this decision, they 
may appeal to public opinion. Such a procedure would be a blow both to free 
enterprise, and to a system of government which seeks to govern through laws 
rather than men. 

I hope that you find my remarks both helpful and persuasive. 

Sincerely yours, 
DIRAN BODENHORN. 


THE UNIVERSITY OF CHICAGO, 
DEPARTMENT OF ECONOMICS, 
Chicago, Ill., July 7, 1958. 
Hon. WILtiAM L. DAwson, 
Chairman, Executive and Legislative Reorganization Subcommittee, 
Committee on Government Operations, 
Washington, D. C. 


Deak Mr. Dawson: In your letter of June 20, you asked for my written com- 
ments concerning H. R. 12785, introduced by Representative Henry S. Reuss 
of Wisconsin. I am honored by your request, and I am pleased to reply. 

I am opposed to this bill. I believe that at best it would be of no substantial 
effect and, at worst, it could be harmful. Let me explain my position. 

The bill would make three changes in the Full Employment Act of 1946. 
First, it would require the President to submit his economic report not later 
than January 20 of each year, instead of allowing him 60 days after the open- 
ing of the session of the Congress; I shall not comment on this. Second, it 
would require the President to give attention to monetary and credit policies in 
making his appraisals and recommendations concerning economic policies. 
Third, it would have the President’s Council of Economic Advisers make studies 
of “such proposed price and wage increases as may adversely affect maximum 
employment, production, and purchasing power; and to report to the President 
instances where the proposed increase is found likely to have such an adverse 
effect, in order to enable the President to make an appropriate, informed re- 
quest for voluntary restraint by the parties concerned.” 

The second part of the bill, requiring the President to pay attention to 
monetary and credit policies, it seems to me, is essentially empty. Without 
such a requirement, the President is free to deal with these matters in his 
economic reports if he chooses to do so, and both Truman and Eisenhower have 
done so at times in the past. With such a requirement, experience shows that if 
he chose to the President could easily say something vague and meaningless 
about monetary and credit policies. Hence this portion of the bill would, in 
my opinion, have no real effect. 

The third part of the bill, aiming “to bring to bear an informed public 
opinion upon proposed inflationary price increases,” might have some effect, 
and is therefore more important. I believe the effect would be bad if there 
were any effect. My reasons are as follows: 

First, any increase in a price or a wage rate is inflationary, in the sense 
that a correct general price index or wage index will be higher after the increase 
than before it. There is in principle no way of saying sensibly that one increase 
is inflationary, while another is not. Hence every proposed price increase or 
wage rate increase would be a proper subject for study under this bill. 
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Second, requests for voluntary restraint by both Truman and Bisenhower have 
usually been aimed in the general direction of companies that want to raise 
prices more than their costs have risen, or unions that want to raise wage rates 
more than productivity has risen, and it is likely that future requests for re- 
straint will be similarly directed. But in a free economy many changes in prices 
and wages are not due to changes in costs or productivity, but are due to shifts 
of the demand for products and labor, and such changes in prices and wages 
are the signal for the movement of resources from less important to more im- 
portant uses. 

Requests for restraint about prices and wages are really a serious kind of 
subversion of our economy, or would be, if anyone paid any attention to them. 
Why? They would prevent price increases of products that have become more 
desirable or more essential, thus preventing producers from having the incentive 
to increase output of those products. They would also prevent price declines, be- 
cause people who knew they could not raise prices in the event of increased 
demand for their products would be unlikely to lower them when they experience 
decreased demand. Also, such requests for restraint, if heeded, would prevent 
increases in the wages and salaries of those trades and professions that become 
more important to our economy, and hence would prevent present and future 
members of the labor force from having the incentive to move into the lines 
of work that have become more important. In these ways, such requests for 
restraint would subvert the operation of our free economy, if they were effective. 

Third, price and wage controls are bad for the same reasons that condemn 
effective requests for voluntary restraint. And no one can seriously argue that 
under this bill the restraint achieved would be really voluntary, because every- 
one would know that the threat of price and wage control would hang over the 
economy if there were any large amount of noncompliance with the requests. 
One is reminded of Eisenhower’s recent statement to the United States petroleum 
industry that if they did not agree to voluntary curbs on oil imports he would 
impose curbs on them. 

If there are companies or unions that have and use monopoly power to raise 
prices or wages significantly above what they would be in the absence of monop- 
oly power, the proper remedy is to proceed against the monopoly power, not 
against prices and wages per se. 

My conclusion, therefore, is that I am opposed to the bill, because if it would 
have any effects they would be undesirable. 

Sincerely yours, 
Cart F’. CHRIST, 
Associate Professor of Economics. 


TULANE UNIVERSITY, 
COLLEGE OF ARTS AND SCIENCES, 
DEPARTMENT OF ECONOMICS, 
New Orleans, July 18, 1958. 
Hon. WILLIAM L. DAWSON, 

Chairman, Executive and Legislative Reorganization Subcommittee of the 
Committee on Government Operations, House of Representatives, Wash- 
ington, D.C. 

Dear Mr. Dawson: In a recent letter you asked me to comment on H. R. 12785, 
a bill to amend the Employment Act of 1946. 

I have given careful consideration to the proposals contained in the bill and 
endorse them as stated. These proposals seem to me to be a desirable forward 
step in attaining the objectives of the Employment Act. 

The Congress should concern itself, I believe, with the adequacy and timeli- 
ness of the data which measure the state of the economy and on which the Presi- 
dent’s reports must be based.’ The President might well be asked, for example, 
to advise the Congress on the improvements necessary in the flow of economic 
information so that he may more effectively discharge the responsibilities placed 
on him. 

I appreciate this opportunity to comment on what is a very important problem. 

Sincerely yours, 
CLARENCE H. DANHor, 
Professor of Economics. 
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HARVARD UNIVERSITY, 
DEPARTMENT OF ECONOMICS, 
Cambridge, Mass., July 2, 1958. 
Hon. WiLtrAM L. DAWSON, 
Chairman, Executive and Legislative Reorganization Subcommittee, Com- 
mittee on Government Operations, House of Representatives, Washing- 
ton, D. C. 


DeAR Mr. Dawson: Thank you for your invitation to comment on H. R. 12785. 
While I am in agreement with some of the objectives of the bill, I do not believe 
that the machinery it proposes would effectively accomplish these objectives. 

(1) The bill would require the President to make recommendations on mone- 
tary policy. The statutes governing the Federal Reserve System make the 
System relatively independent of the President. I believe this arrangement 
to be wise. It provides some insulation for potentially unpopular policies from 
day-to-day political pressures. In our modern history I can think of no instance 
in which this has resulted in excessively independent Reserve policy; the hazard 
has been the reverse. As for the anti-inflationary potential of monetary policy, 
limited though I believe it to be, the Federal Reserve has been far more vigorous 
than the rest of the executive branch of the Government. Had the President 
been required to recommend monetary policies, he might well have favored 
weaker monetary measures. 

(2) As long as the President is not given explicit responsibility for monetary 
policy, I see no advantage to requiring him to make recommendations in the 
Economic Report. It is true that he does make recommendations to Congress, to 
business and labor, and to State and local governments. But this is mere ex- 
hortation. In the case of the Federal Reserve System, the agency would not be 
in a position to refuse to follow the recommendations without precipitating a 
public row and defying the President quite explicitly. 

(3) I believe that the provisions of the bill calling on the Council of Economic 
Advisers to study key private wage and price decisions, and giving the President 
opportunity to make his opinion known and felt in such cases, are desirable. 
Chronic inflation is a serious matter, and the wage-price spiral in certain focal 
industries is an important cause. The spiral is relatively immune to the con- 
ventional fiscal and monetary policies. Direct controls could break the spiral, 
but at a high cost. Private agents that have the power to cause inflation would 
be put on notice by the President that their actions are a matter of public 
concern, and implicitly they would be told that the power can be taken away 
from them. Just as the ghost of Senator Sherman sits on the boards of American 
corporations, the invisible presence of an inflation-conscious President might 
have some very real effects. Administration of these provisions would require 
considerable executive vigor, of course. 

Sincerely yours, 
OrtTo ECKSTEIN, 
Assistant Professor of Economics. 


NATIONAL ASSOCIATION OF MUTUAL SAVINGS BANKS, 
New York, N. Y., June 27, 1958. 
Hon. W1~L1AM L. DAWSON, 
Chairman, Executive and Legislative Reorganiaztion Subcommittee, Com- 
mittee on Government Operations, United States Congress, Washing- 
ton, D.C. 


DEAR Mr. DAwson: Your letter of June 20 asks for my comments on H. R. 
12785 which would “amend the Employment Act of 1946 to provide for the inclu- 
sion of recommendations concerning monetary policies in the President’s pro- 
gram, and to bring to bear an informed public opinion upon proposed inflationary 
price increases.” The following views are my own. They are the result of 10 
years of association with the Joint Economic Committee. 

The Employment Act of 1946 is an enabling statute. Its wording, both as to 
objectives and machinery, leaves considerable discretion to the President and to 
the Congress. This is as it should be in view of the dynamics of our American 
economy and the varying economic philosophies and approaches to identifying 
economic problems, to say nothing of the various approaches to solving them. 
The lack of specificness in the act, however, has not impeded the formulation or 
pursuit of public policies to achieve the act’s broadly stated objectives. On the 
contrary, the broadness of language in the act has permitted and encouraged the 
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flexibility and adaptability in public policies which the frequent and rapid 
changes in the American economy since 1946 have required. If each such change 
in circumstance and in policy had inspired specific amendment of the act, it 
might very well have been amended to death. 

Therefore, the first point I would like to make is that amendments to the ob- 
jectives and machinery of the act should be made only after exhaustive hearings 
and study by the Congress. It seems to me that the Joint Economie Committee 
should spearhead change in the act. The legislative committees might well 
hesitate to report amendments unless there is exhibited considerable unanimity 
in support of such changes by the Joint Economic Committee. 

With respect to H. R. 12785 much can be said in favor of the sentiments ex- 
pressed by the sponsor. There is no question that monetary policy is a major 
instrument of Government action. Furthermore, the merits of full treatment of 
such policy in the Economic Report do not relate to the independence of the 
Federal Reserve, as the sponsor has correctly stated. I don’t believe that mone- 
tary policy has been neglected by either the President or the Joint Economic 
Committee in reports of the past. Rather it has been one of the most active 
areas for study and for recommendations, particularly by the committee and 
with some effect. 

It is true, however, that the President’s report last January failed to discuss 
the implications of prospective economic developments in 1958 for monetary 
policy and relationship of the President’s fiscal policy recommendations to mone- 
tary policy requirements. This gap in the report is surprising because the admin- 
istration is currently relying heavily on monetary ease to reverse the downturn 
just as it relied heavily last year on monetary restraint in stemming inflationary 
pressures. One can agree, therefore, that the President’s Economic Report last 
January may be criticized on this score. Moreover, the Joint Economic Com- 
mittee should have called this omission to the attention of the Congress. Un- 
fortunately it did not. While I believe criticism is warranted, I doubt that the 
act should be amended to prescribe specifically that the President cover this sub- 
ject. In the past the President has omitted other important economic issues 
and problems. The President’s report transmitted in January 1954, for example, 
ignored the agriculture segment which for a number of months had been moving 
downward. The Joint Economic Committee’s report to the Congress the follow- 
ing month unanimously criticized the President’s report for this failure. 

With respect to the second provision of H. R. 12785 one again can agree with 
the sponsors’ desire to have more information on the economic effects of price 
changes. The Joint Economic Committee has been studying this problem in- 
tensively for 2 years and expects to complete a second series of hearings late 
this fall. I wonder if the Employment Act should be amended at this time to 
allude favorably to a specific program of action to deal with undesirable price 
and wage movements? The merits of suasion as proposed by H. R. 12785, 
however, still need to be demonstrated. Would’nt it be preferable to await 
the conclusion of the study by the Joint Economie Committee to see what the 
commitee recommends? In the meantime, if additional authorization and funds 
are needed to gather statistics of the type implied in the proposed amendment 
this could be done through the regular legislative and appropriation committees. 

In summary, H. R. 12785 expresses worthwhile sentiments in light of the cur- 
rent economic situation and the inadequacies of the President’s report last Jan- 
uary. I am not convinced, however, that these inadequacies warrant opening 
the Employment Act for amendment at this time, particularly when it is known 
there are those who would like to see crippling amendments adopted to weaken 
the objectives and machinery of the act. 

I would be happy to elaborate my personal views on this subject further if I 
can be of any assistance to your committee. 

Sincerely yours, 
Grover W. ENSLEY, 
Executive Vice President. 


WEsT VIRGINIA UNIVERSITY, 
COLLEGE OF COMMERCE, 
Morgantown, July 3, 1958. 
Hon. WILitiAM L. DAWSON, 
House of Representatives, Washington, D.C. 
Dear Mr. Dawson: In reply to your letter of June 20, 1958, we should like 


to make the following comments on H. R. 12785 (85th Cong., 2d sess.), which 
would amend the Employment Act of 1946. 
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Section 1 of H. R. 12785, which would require the President to include a review 
of monetary and credit policies during the past year in his annual economic 
report and make recommendations concerning future monetary and credit 
policies, and section 2 of H. R. 12785, which would require the Council of 
Economic Advisers to include monetary and credit policies in its appraisals of 
various programs and activities of the Federal Government, we would consider 
both appropriate and sound. We believe that the act, if amended in this 
fashion, would be strengthened, since the addition of these sections would make 
possible more. effective policy recommendations by the President and more 
consistent Federal policies in this important area. 

We make this statement understanding that the power and authority of the 
Federal Reserve System would in no way be restricted or curtailed by the 
ehanges in the Employment Act which are proposed in sections 1 and 2 of 
H. R. 12785. The Federal Reserve authorities, it is to be hoped, would give 
eareful consideration to the President’s recommendations, but they would not 
be compelled to follow his recommendations, and would not be likely to do so 
unless they were convinced of the soundness of those recommendations. 

Like Congressman Reuss, we recognize also the desirability of a provision in 
the Employment Act requiring the Council of Economic Advisers to keep the 
President informed on proposed price and wage changes which may adversely 
affect maximum employment, production, and purchasing power. In our judg- 
ment, however, the language of section 3 of H. R. 12785 is not sufficiently 
inclusive. Section 3, as it now stands, would require the Council to act only 
when price and wage increases are proposed. Since price and wage decreases 
may also adversely affect maximum employment production, and purchasing 
power under certain circumstances, we suggest that the word “changes” be 
substituted for the word “increases,” on page 3, line 13, of H. R. 12785 and 


that the word “change” be substituted for the word “increase” on page 3, 
line 16. 


Sincerely yours, 


Berry G. FISHMAN, 

Lecturer in Economics. 

Leo FISHMAN, 
Professor of Economics and Finance. 


THE PENNSYLVANIA STATE UNIVERSITY, 
COLLEGE oF BUSINESS ADMINISTRATION, 
University Park, Pa., July 3, 1958. 
Congressman WIL1i1AM L. Dawson, 
Chairman, Executive and Legislative Reorganization Subcommittee, 
House Office Building Anneaw, Washington, D. C. 
DeaR CHAIRMAN Dawson: Thank you for your letter of June 20, 1958, and 
for the opportunity to comment on H. R. 12785. 
I hope the enclosed observations will be of some use. Should you have any 
suggestions, I would weleome them. 
Sincerely, 


LAWRENCE BD. FouRAKER, 
Assistant Dean for Research. 

Mr. Reuss summarized his proposed amendment to the Employment Act of 
1946 as follows: 

“H. R. 12785 would encourage the President, where appropriate, to make 
recommendations in both the monetary-credit field and in the wage-price field, 
thus addressing himself to both aspects of inflation” (CoNGRESSIONAL REcorD, 
June 3, 1958). 

The proposal that the President incorporate monetary and credit considerations 
in his review and appraisal of the economic program of the Federal Government, 
and in his recommendations concerning this program, seems to me to be without 
flaw. It is quite desirable that the Economic Report of the President be com- 
prehensive and internally consistent. It cannot meet these requirements if it 
omits monetary and credit considerations. The incorporation of monetary and 
credit recommendations in the President’s report should not constitute a threat 
to the independence of the Federal Reserve System. Certainly the inclusion of 
a suggested fiscal program in the report has not been interpreted as an infringe- 
ment on the independence of the Congress. 
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I feel that the second aspect of the proposed amendment is a less effective, 
and possibly dangerous, instrument for achieving the objectives supported by 
Mr. Reuss (with which I have no quarrel). Section 3 of H. R. 12785 would 
enable the President to request voluntary restraint by the parties concerned in 
proposed price and wage increases. In some situations this action would be 
beneficial; in others it would be harmful. My concern is that it would not be 
an easy or obvious task to sort the situations which will confront the President 
into one or the other of these categories. 

The dichotomy posed above stems from these considerations : 

1. Conservative management in an industry characterized by restricted entry 
and administered prices may wish to react to every increase in demand by raising 
price, even though the returns at the original price were adequate. This action 
would serve as a constraint on the expansion of employment and income in the 


economy. If the increase in price could be prevented (perhaps as suggested in 


H. R. 12785), management would be faced with two alternatives: (a) to continue 
the same level of production, which would result in either a black market for 
their product or some form of rationing among their customers; (b) to expand 
the capacity of the industry to meet the increased demand. The first alternative 
is not attractive in this era of public relations; management probably would 
prefer to accept the risk associated with expanding the productive facilities. At 
the least, this risk would be compared with the consequences of ignoring the 
President’s request for restraint. If the President’s request was effective, and 
the industry increased supply rather than price, then public action would have 
served as a substitute for competitive forces, and an acceptable allocation of 
resources would result under the auspices of either mehanism. It is my under- 
standing that this is the situation Mr. Reuss has in mind. However, there is 
another possibility. 

2. If entry of new firms into an industry is not exceptionally difficult, it is 
highly desirable that an increase in demand cause an increase in price. This 
would be a tangible indication of a shift in consumer preferences, and of the 
need for a concomitant shift in resources. Such a shift in resources would be 
insured by the profit motive if entry into the industry were possible. This proc- 
ess provides for the proper number of firms of the optimum size, even if that 
size is small. The process is quick, effective, and automatic. Various approxi- 
mations of this process have been, in large measure, responsible for the material 
standards enjoyed by Americans. It is this process which might be disrupted 
by section 3 of H. R. 12785. 

Let us suppose that an industry is composed of a large number of small, inde- 
pendent firms whose entrepreneurs administer the firms’ prices (some branch of 
retailing might serve as an example). An increase in market demand would 
create pressure for the entrepreneurs to raise the administered prices. If this 
increase were prevented by the process described in H. R. 12785, a misallocation 
of resources would result, in my opinion. Many customers would be willing but 
unable to buy the product at the market price. Factors of production in this 
industry would receive less than the rate at which society evaluates their serv- 
ices. There are more resources in other industries, and less in the one in ques- 
tion, than would be in the social interest. The shortage-inspired ire of the 
customers may dissipate itself among the many small firms, so this factor would 
not have the significance it had in the preceding case. Thus, price might be 
prohibited from performing its traditional rationing and allocative role in a 
market economy. 

3. I realize that Mr. Reuss proposes that this procedure be applied only to 
“strong” industries, such as the one described in section 1 above. However, in 
practice, it would be impossible to classify every industry in an appropriate and 
unambiguous fashion according to this characteristic. The discipline of eco- 
nomics does not contain a reliable and consistent measure of strength. Classifi- 
cation, except at the extremes, would be a haphazard process. 

In conclusion, it should be recognized that the proposed procedure of request- 
ing voluntary restraint may be effective and beneficial in certain clear-cut situa- 
tions. It is far easier for the Executive to take a position opposed to high 
prices than to take one opposed to high profits in a capitalistic economy. How- 
ever, I see no reason why he should not follow this course informally at the 
present time, at his discretion. A broad formal charge of responsibility in the 
area of prices and wages conceivably may lead to more harm than good. 


29823—58—_9 
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UNIVERSITY OF MARYLAND, 
COLLEGE OF BUSINESS AND PuBLIC ADMINISTRATION, 
DEPARTMENT OF ECONOMICS, 
College Park, Md., July 12, 1958. 
Hon. Wrrr1am L. Dawson, 
Chairman, Executive and Legislative Subcommittee, Committee on Gov- 
ernment Operations, House Office Building Annex, Washington, D. C. 


DEAR REPRESENTATIVE DAWSON: I am enclosing herewith my comments on 
Representative Henry S. Reuss’ bill, H. R. 12785, to amend the Employment Act 
of 1946, which you requested from me on June 20. If the opportunity should 
arise, I would be very glad to testify about these matters before your committee 
if they should so desire. 

Very truly yours, 
ALLAN G. GrucHy, 
Professor of Economies. 


AN EVALUATION OF PROPOSED AMENDMENTS TO THE EMPLOYMENT Act oF 1946 To 
REQUIRE PRESIDENTIAL RECOMMENDATIONS IN THE MONETARY AND CREDIT FIELD, 
AND To MAKE PossrsLE More INFORMED RECOMMENDATIONS IN CERTAIN CASES IN 
THE WAGE-PRICE FIELD 


The course of economic events since the passage of the Employment Act of 1946 
shows that this act has contributed a great deal to the economic welfare of this 
country. However, these events have also shown that the act needs to be 
strengthened in a number of important ways. The three main deficiencies of the 
act as it now stands are as follows: 

(1) It does not emphasize sufficiently the Government’s obligation to do all 
that it can to prevent the growth of inflationary pressures ; 

(2) It does not clearly point out the responsibility of the President to integrate 
monetary and credit policies with fiscal and other Government economic policies 
so that a united and consistent approach to the problems of full employment and 
economic growth without inflation may be developed; and 

(3) The act does not call enough attention to the need for consultation and 
cooperation between the Government and the Nation’s major private economic 
groups in formulating public and private economic policies which will contribute 
to securing economic growth and stability. This is especially true in relation to 
price and wage policies. 


THE NEED TO INTEGRATE MONETARY AND OTHER ECONOMIC POLICIES 


Representative Henry S. Reuss’ bill to amend the Employment Act of 1946, 
if enacted, would go far toward eliminating the deficiencies of the act as listed 
above, and in so doing his bill would greatly strengthen the act as a legislative 
device for achieving sustained economic growth with price stability. His first 
proposed amendment meets the objection that the Employment Act does not 
emphasize the compelling need to coordinate the monetary and credit policies of 
the Federal Reserve System with the administration’s fiscal and other economic 
policies. Since the President, aided by the Council of Economic Advisers and 
other economic advisers, has the primary responsibility for securing full employ- 
ment and sustained growth without inflation, he should explain in his annual 
and supplementary reports to the Congress what he regards as satisfactory 
monetary and credit policies within the Government’s overall framework of 
public economic policy. The Federal Reserve System is itself not in a good 
position to coordinate or integrate public economic policies. This integrating 
function can be carried out effectively only by the Executive Office of the Presi- 
dent assisted by various other governmental agencies. The President should 
therefore include proposals for monetary and credit policies in his overall ap- 
praisals or reviews of economic policies and programs which aim at full employ- 
ment and adequate economic expansion with price stability. 

In all major countries other than the United States a continuous integration 
of monetary and credit policies with fiscal and other government economic 
policies is carried on. In the United Kingdom, Canada, Australia, the Scandina- 
vian countries, and many others the central bank is not an independent agency. 
It is instead a part of the executive branch of the government, as is the treasury 
in those countries, and its monetary and credit policies are developed as a part 
of the nation’s broad, overall economic program to cope with either deflationary 
or inflationary tendencies. The government in each of the countries mentioned 
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above is free to appoint and to remove those who determine the monetary and 
credit proposals of the central bank. This procedure assures the government 
that its views on monetary and credit matters will prevail as parts of the general 
economic program for the nation. In addition, this institutional arrangement 
places the full responsibility for formulating and carrying out the nation’s mone- 
tary and credit policies on the government. This is precisely where this respon- 
sibility should be, if we are to have an effective anti-inflationary or antideflation- 
ary program. In this situation the Government keeps the country informed of 
the monetary and credit policies which it proposes to follow; and in addition it 
is prepared to accept the responsibility for the consequences which follow upon 
the carrying out of the announced monetary and credit policies. At all times 
the people know where their government stands with respect to monetary and 
credit issues, and what it proposes to do to meet the challenges of periods of 
recession or excessively rapid expansion. 

In the United States it is largely a historical accident that the Federal Re- 
serve System is independent of the executive branch of our Government. The 
Federal Reserve System was established in 1913 long before the problem of 
integrating monetary, credit, fiscal, and other economic policies was recognized 
by economists and the Nation’s political representatives as a major economic 
problem. Since the present arrangement of an independent Federal Reserve 
System has been long established and accepted by the public, it is to be expected 
that this arrangement will not be changed. In this situation it is most necessary 
for the Government to indicate clearly what its proposals for monetary and credit 
control are so that the public can compare them with the proposals of the Federal 
Reserve System, and can then assign responsibility for the consequences that 
flow from the monetary and credit policies which are actually adopted. Nor- 
mally we can expect the Board of Governors of the Federal Reserve System to 
agree with the President on what would be appropriate monetary and credit 
policies to meet either a deflationary or inflationary situation. However, if 
there is a lack of agreement as to what policies should be pursued, the different 
positions of the President and the Federal Reserve System should be clearly 
indicated. The President cannot properly leave the responsibility for monetary 
and credit policy determination with the Board of Governors of the Federal 
Reserve System alone. In his economic reports to the Congress he should there- 
fore be required to state what his views are with respect to the Nation’s monetary 
and credit needs. Under such an arrangement an effective cooperation of the 
Executive Office of the President and the Federal Reserve System could lead to a 
more positive program for the achievement of full employment and sustained 
economic growth with price stability. 

It is important to have the President clearly state his monetary and credit 
policy proposals in his reports to the Congress, because the economic policy 
framework of reference of the President and the Council of Economic Advisers 
and that of the Board of Governors of the Federal Reserve System are not 
identical. The economic policy framework of the President derives from the 
Ymployment Act of 1946, which emphasizes the importance of securing full 
employment and sustained economic growth. Althought it is highly desirable vw 
achieve this growth without inflation, the primary interest of the Employment Act 
attaches to providing employment for the Nation’s expanding population by 
means of policies and programs which seek to achieve sustained and adequate 
economic growth. Within this economic policy framework based upon the 
employment Act monetary, credit, fiscal, and other economic policies are sup- 
posed to be designed to aid in achieving high levels of employment and produc- 
tion with stable prices, if possible. 

The economic policy framework of the Board of Governors of the Federal 
Reserve System, as Mr. William McC. Martin explained to the Joint Economic 
Committee early in 1958, is based on the Federal Reserve Act of 1913 as later 
amended.* This act draws attention to the importance of stabilizing prices and 
securing sound money. It does not emphasize the importance of securing 
full employment and sustained economic growth. Although the Federal Reserve 
Board has, since the passage of the Employment Act in 1946, recognized the 
desirability of achieving full employment and sustained economic expansion, its 
main concern in recent years has continued to be with securing stable prices 
and not with maintaining adequate economic growth. 


1Testimony of Mr. William McC. Martin, Chairman of the Board of Governors of the 
Federal Reserve System, hearings before the Joint Economic Committee, January 1958 
Economic Report of the President, February 6, 1958, p. 409. 
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THE FEDERAL RESERVE BOARD’S TIGHT-MONEY POLICY IN 1956-57 


The different economic policy outlooks of the President, aided by the Council 
of Economic Advisers, and of the Federal Reserve Board open the door to pos- 
sible conflicts in the area of economic policy formulation. If the Federal Reserve 
Board pursues a program of tight money without regard to the Nation’s need 
for economic expansion, it may contribute to the slowing down of this expansion. 
This is actually what occurred from late 1956 to late 1957 when the Federal 
Reserve System was pursuing a strong anti-inflationary program by raising 
interest rates and curbing credit supplies. During this period the Nation’s pro- 
duction index first came to a standstill and then declined. The industrial 
production index which was 146 in October 1956, remained at this level (except 
for December, 1956) until February 1957, and then declined to 141 in October 
1957. During this period the Federal Reserve System, with the aim of curbing 
inflationary pressures, continued to raise its rediscount rate in spite of the 
Nation’s retarded economic growth. 

The tight-money policy of the Federal Reserve System during 1956 and 1957 
was not sufficiently selective in its impact to preserve economic expansion at 
the same time that inflationary pressures were being reduced. The Federal 
Reserve System has consistently favored general monetary and credit controls 
over selective controls, on the ground that general controls are effective in a 
free market. Unfortunately, we no longer have free competitive markets in 
large areas of the economy, which instead are now dominated by administered 
prices and wages. In this situation general monetary and credit controls 
have tended to favor large businesses with the power to pass on increased credit 
costs to consumers through higher prices. Small businesses and farmers, who 
have no such power to control prices in order to pass on their increased interest 
costs to consumers, are unable to compete effectively with large businesses for 
an adequate share of the available credit supply. In the United Kingdom and 
other west European countries general monetary and credit controls are usually 
accompanied by a number of selective credit controls in order to protect the 
interests of both small business and agriculture. For example, when credit 
supplies are reduced in Great Britain, the central bank requires the private 
bankers to reduce the credit lines of all businesses, both large and small, in 
order to preserve the existing relative credit positions of all business enterprises. 
As a consequence of this arrangement the necessary credit adjustments fall 
on all sectors of the economy. 

Furthermore, the tight money and credit policy of the Federal Reserve System 
in 1956 and 1957 tended to ignore the social priorities required for continued 
economic growth. Private investment in the administered-price industries con- 
tinued to expand, while at the same time public investment in schools, hospitals, 
roads, and other needed public capital assets was in many cases postponed 
because of the higher interest rates which local authorities were unwilling to 
pay. What developed in the years 1955 to 1957 was an unbalanced national 
capital structure with overinvestment in private capital facilities and under- 
investment in public capital facilities. What were needed were monetary and 
credit policies which would allocate credit more in accordance with the social 
priorities which lead to full employment and sustained economic growth. In 
the years 1955-57 the President should have sponsored some selective monetary 
and credit controls which would not have placed too much of the burden of 
credit adjustment on small business and agriculture, and which would have 
allocated credit supplies more in line with the needs of the social priorities that 
are related to sustained economic expansion. The least that could be expected 
from the President and the Council of Economic Advisers would be an evalua- 
tion of Federal Reserve monetary and credit policies. As the Employment Act 
of 1946 is now interpreted, no obligation rests on the Council of Economic 
Advisers to make any such evaluation. In his testimony before the Joint 
Economie Committee early in 1958 the Chairman of the Council stated that the 
Council felt no obligation to make any judgment as to the adequacy or inade- 
quacy of Federal Reserve monetary and credit policy.2 Congressman Reuss’s bill 
to amend the Employment Act would meet this problem by requiring the 
Council to make such an evaluation in conjunction with any appraisal of the 
Government’s overall economic policies and program for securing full 
employment and sustained economic growth without inflation. 


2 Testimony of Dr. Raymond J. Saulnier, Chairman of the Council of Economic Advisers, 
hearings before the Joint Economic Committee, January 1958 Economic Report of the 
President, January 27, 1958, p. 29. 
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RECOVERY FROM THE CURRENT RECESSION AND FUTURE CREDIT POLICY 


Since November 1957 the Federal Reserve System has adhered to an easy- 
money policy under which interest rates have been lowered and credit supplies 
have been made more available to business with the aim of hastening the re- 
covery from the current recession. The great danger in the future is that once 
recovery from the current recession has made considerable progress, the fear of 
inflation will cause too rapid a return to a policy of tight money and the applica- 
tion of general credit controls. With the return to higher levels of production 
and employment inflationary pressures will again make themselves felt. Too 
early a return to tight money and general monetary and credit controls in an 
effort to curb inflationary pressures could very well prevent us from getting back 
to full employment levels of production. Fear of inflation in the future should 
not be an acceptable argument in favor of keeping the Nation below its 8 to 4 
percent long-term growth trend. Even the use of selective and general credit 
controls along with fiscal controls cannot curb inflationary tendencies satisfacto- 
rily, unless these controls are made so restrictive that production and employ- 
ment are reduced to very low levels which the public will not long tolerate. In- 
flation in the future should be attacked from a more comprehensive approach 
which would combine credit and fiscal controls with limitations on the powers to 
raise prices and wages possessed by large businesses and labor unions. Con- 
gressman Reuss’ second proposal to require the President and the Council of 
Economic Advisers to analyze proposed price and wage increases, which may 
have inflationary consequences, so that requests for price and wage restraint 
may be effectively supported by prior investigations, would be a major step for- 
ward in the direction of a more integrated attack on the recurring problem of 
inflation. 


THE PROBLEM OF WAGE AND PRICE RESTRAINT 


The 1957 Economic Report of the President to the Congress explains that the 
Nation should not rely exclusively on the fiscal and monetary policies of the 
Government in meeting the problems of inflation and economic instability. In 
the words of the report, “Reliance for stability in economic growth cannot be 
placed exclusively on the fiscal and monetary policies of the Government. The 
successful extension of prosperity with price stability calls for a cooperative 
effort in which the policies of individuals and economic groups and of all levels 
of Government are consistent with one another and mutually reinforcing.” * 
The policies of individuals and economic groups to which the report makes 
reference are price and wage policies. The President in the 1957 and 1958 
Economic Reports calls upon businessmen and labor leaders to establish prices 
and wages which will contribute to steady economic growth without inflation. 
In these reports the President lays down a standard for the guidance of the 
wage-bargaining process as it is carried on by management and labor. It is 
suggested that wages should increase at the same rate at which national pro- 
ductivity increases. This means that higher wages should be correlated with 
a larger output so that increases in wage rates would be matched by increases 
in production. Where this occurs wage-rate increases are not inflationary. The 
economic reports of the President are very vague, however, where they discuss 
price and profit policy. The 1957 Economic Report states that businessmen 
should “recognize the broad public interest in the prices set on their products 
and services.” But no attempt is made in the report to explain what is meant 
by a recognition of the broad public interest when prices are being established. 
Obviously such a recognition has something to do with adequate profit margins 
and rates of profit on stockholders’ invested capital or net worth. But no effort 
is made in the economic reports to develop a price standard which would be 
associated with a wage standard in working out noninflationary price and wage 
adjustments. 

Unless business is restrained by some generally accepted price-profit standard, 
it is futile to hope that organized labor will accept a wage standard in trying to 
make effective its demand for wage-rate increases. It is clear that it is the 
duty of the President, assisted by the Council of Economic Advisers, to provide 
some guidance in the formulation of both price and wage standards which would 
be applied in the Nation’s price and wage determining processes to the end that 
economic growth and price stability may be achieved. 


* Economic Report of the President transmitted to the Congress January 1957, p. IV. 
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Although the President has recently called attention in his economic reports 
to the Congress to the need for price and wage adjustments which would not 
generate inflationary pressures, he has not suggested how such inflationary price 
and wage increases would be detected, nor who would be responsible for handling 
this matter. It does not contribute much to economic and financial stability 
merely to call for wage and price restraint through wage and price adjustments 
which will contribute to sustained economic growth without inflation, and at the 
same time to make no provision for a method of deciding when proposed price 
and wage changes are of an inflationary nature. It is now difficult, and some- 
times impossible under current arrangements for handling wage and price nego- 
tiations, to get management and labor to use the Same economic statistics in 
deciding wage and price problems. Furthermore, there is frequently no agree- 
ment on how much of a price increase is justified by a prior wage increase. 
What is needed is an impartial body of economic experts in whom the public 
has confidence, and who are in a position to make analytical studies of proposed 
wage and price increases to determine whether or not these increases would tend 
to disrupt the Nation’s economic expansion by generating strong inflationary 
pressures. As Congressman Reuss has recommended, the Council of Economic 
Advisers would be an appropriate body to make those price and wage investi- 
gations which would become the basis of any recommendations that the Presi- 
dent would make for price and wage restraint. 


PROSPECTIVE INCREASES IN THE PRICE OF STEEL IN 1958 


The need to amend the Employment Act of 1946, as suggested by Representa- 
tive Reuss, so as to provide a more effective restraint on price and wage adjust- 
ments is made all the more imperative by the prospect of further increases in the 
price of steel in the second half of this year. The major steel firms are now 
contemplating their 12th postwar price increase in spite of the decline in busi- 
ness activity which has left them operating at around 60 percent of their capacity. 
The reason for the proposed increase in the price of steel is the increase in wage 
rates of around 20 cents an hour which Was automatically granted on July 1, 
1958, under the 3-year wage agreement between the steel workers’ union and 
the steel firms. Many important questions would be raised by an increase in the 
price of steel at this time. It would be of interest to know (1) the actual in- 
crease in labor costs per ton of steel, (2) the extent to which the price increase 
may exceed the actual increase in labor costs per ton of steel, if such an excess 
were to occur, (3) the extent to which productivity improvements in the indus- 
try would be taken into account in setting steel prices, and (4) whether or not 
a steel price set in a recession, when only 60 percent of capacity is being used, 
would create excessive profits in a period of recovery when a much higher percent 
of productive capacity would be utilized, and the per-ton cost of steel would be 
eorrespondingly reduced. These are all significant matters about which manage- 
ment and labor frequently find themselves in considerable disagreement. In this 
situation an impartial analysis made by the Council of Economic Advisers would 
not only provide support for any recommendations that the President might 
want to make in regard to proposed increases in the prices of steel products. 
Such an analysis would also throw some light on a matter of great interest to 
the general public, and in addition would help to mobilize public opinion in 
support of the President’s efforts to secure price and wage adjustments which 
would conform with the needs of a national program for achieving full employ- 
ment and sustained economic growth with price stability. 

The economic problems which have been discussed above indicate quite clear- 
ly that there is a need to strengthen the Employment Act of 1946. This act, 
at the time that it was approved by the Congress, was a postwar experiment 
in an entirely new field of governmental endeavor. Our experiences under 
this act during the past decade have shown a need to improve it along the lines 
proposed by Representative Reuss in H. R. 12785. 

ALLAN G. GrucHY. 
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THE BROOKINGS INSTITUTION, 
Washington, D. C., July 16, 1958. 





Hon. WiLLt1AM L. DAwson, 
Chairman, Executive and Legislative Reorganization Subcommittee 
of the Committee on Government Operations, 
House Office Building Annex, Washington, D. C. 


My Dear Mr. Dawson: I am grateful for your invitation to comment on H. R. 
12785, a bill to amend the Employment Act of 1946 to provide for the inclusion 
of recommendations concerning monetary policies in the President’s program, 
and to bring to bear an informed public opinion upon proposed inflationary 
price increases. You will understand that these are my own views, and that 
they do not necessarily reflect those of other members of the Brookings staff 
or of the administrative officers of the institution. 

I am opposed to the bill, although I am not entirely out of sympathy with 
its objectives. 

I will discuss first the set of provisions concerning monetary and credit 
policies. 

Most of these provisions are unnecessary because they are already implicit in 
the present language of the act. Thus, section 3 (a) (3) requires that the 
annual Economic Report of the President contain “a review of the economic 
program of the Federal Government” during the preceding year. The proposed 
amendment would insert the phrase “(including monetary and credit policies)” 
after “economic program.” This is patently unnecessary, since no other spe- 
cific category of economic policy is to be singled out for mention, and since 
the economic reports traditionally have contained a review of recent monetary 
and credit policies along with the review of other elements of the economic 
program. 

By the same token, there is no need to amend section 4 (c) (3) to require 
an appraisal of monetary and credit policies by the Council of Economic Ad- 
visers in its function of advising the President with respect to the extent to 
which Government policies are or are not contributing to the objectives of the 
act. The present requirement for appraisal of “the various programs and 
activities of the Federal Government” surely must be interpreted in practice 
to include appraisal of monetary and credit policies. 

If amended as proposed, section 3 (a) (4) would require that the President 
set forth in his Economic Report “a program (including monetary and credit 
policies) for carrying out the policy declared in section 2, together with such 
recommendations for legislation as he may deem necessary or desirable.” The 
new language is contained in the parenthetical phrase, of course. It would 
mean some change in actual practice, but the change would not be as great as 
implied by the proposal, and it would not, in my opinion, be a desirable one. 

As to the degree of change, it should be noted that over the years the economic 
reports have often contained recommendations about credit policies. ‘These 
have included recommendations about Federal credit programs in the areas 
of direct loans and loan insurance for housing and for farmers, financial aid 
for private business, and foreign loans. Legislative modifications of Federal 
Reserve powers have also been suggested, either for outright passage, as in the 
recommendations for authority to control consumer credit and to increase reserve 
requirements incorporated in the Economic Reports of 1948, 1949, and 1950, or 
for study by the Executive and Congress, as in the 1956 request for study of 
the desirability of standby authority to regulate installment credit, or the 1957 
proposal that Congress authorize a National Monetary and Financial Commis- 
sion to examine our financial structure and practices and to suggest steps to 
improve our credit facilities and our controls over credit. 

It has not, however, been the practice to make formal recommendations in 
the Economic Report about the manner in which the Federal Reserve should 
administer its existing controls over money and credit during the coming year. 
Nor does the report contain operating instructions about Treasury debt manage- 
ment or the scheduling of military procurement or the timing of FNMA mortgage 
purchases or any of the other manifold Federal activities which affect economic 
stability and are subject to discretionary administrative control. A principal 
reason for these omissions, of course, is that the economic situation can change 
radically over short periods of time, and it may become necessary to alter the 
direction or intensity of any or all components of the economic program in 
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ways which cannot be confidently predicted, given the imperfect nature of exist- 
ing forecasting techniques. The flexibility which exists in such areas of discre- 
tionary action is invaluable and should neither be circumscribed by operating 
instructions laid down once or twice a year nor hamstrung by the administrative 
inertia which might accompany the need to reverse a publicly proclaimed pro- 
gram based upon a forecast which turned out to be incorrect. 

The conscious omission from the economic reports of specific recommendations 
about the administration of monetary and credit policies does not mean that 
all responsibility for those policies has been eschewed by the Executive. It is 
a matter of public record that the Federal Reserve is continuously in touch 
with the Council of Economic Advisers and the Treasury, and that the views 
of these agencies and others in the administration are sought with regard 
to contemplated Federal Reserve operations. In my opinion, this means that 
the President has accepted and does act upon the responsibility to make recom- 
mendations about monetary and credit policies to the Federal Reserve authorities. 

It is essential to distinguish, however, between the responsibility to recommend 
and the responsibility which goes with operating authority. Since the Federal 
Reserve System is independent of the administration, the President simply can- 
not assume responsibility for its actions. Since the independent status of the 
Federal Reserve would not be altered under the bill, and since the President has 
already accepted responsibility to make recommendations to the Federal Reserve 
Board, the only substantive change introduced would be to require that some of 
those recommendations be made public at periodic, widely spaced intervals in 
the economic reports. 

As I emphasized above, the latter procedure would destroy much of the flexi- 
bility which is a major advantage of monetary policy, provided, of course, that 
the Federal Reserve authorities actually accepted the recommendations as bind- 
ing upon them. If they did not do so, the result would be a highly publicized 
disagreement between the President and the Board, rather than the unified 
economic program which is the goal of the proposed amendment. The unsettling 
effects of such public disagreements on private expectations could be harmful 
indeed. It would be worth the risk only if the Federal Reserve were pursuing a 
course of action contrary to its acknowledged responsibility to promote the goals 
of the Employment Act of 1946, and doing so under conditions which clearly 
called for reversal of the actions lest substantial harm be done the economy. In 
the event that it came to that, the President could make a public statement to 
bring pressure to bear on the independent Federal Reserve Board. If the occa- 
sion happen to coincide with the publication of the Economic Report or a regular 
supplement to it, the statement could be published in that document under present 
law. 

It seems to me that the fundamental policy issue is one which is avoided in 
H. R. 12785: namely, whether a centrally conceived Federal program to promote 
the objectives of the Employment Act can be properly implemented if key operat- 
ing instruments are not under the administrative control of the planning organ. 
(There is no reason, incidentally, to limit this question to instruments, of mone- 
tary policy, for it surely applies to taxes and other areas as well.) This complex 
question will doubtless receive close attention in the studies to be undertaken by 
the National Commission on Money and Credit which was formed recently under 
private auspices. The study may or may not yield useful suggestions for legisla- 
tion in this area, but the sort of half-measure contemplated in the present bill 
is potentially more harmful than helpful to the cause of integrated stabilization 
policy. 

I must also record my reservations about the proposed amendment dealing 
with prices and wages. The proposal is to add a new subsection to section 
4 (c), which sets forth the duties of the Council of Economic Advisers. The 
added subsection would read: 

“(6) to collect information concerning, and make studies of, such proposed 
price and wage increases as may adversely affect maximum employment, 
production, and purchasing power; and to report to the President instances 
where the proposed increase is found likely to have such an adverse effect, 
in order to enable the President to make an appropriate, informed request for 
voluntary restraint by the parties concerned.” 

Congress should not act hastily on this proposal. It should be closely 
scrutinized, because it represents a new direction for public policy, and be- 
cause it involves intervention, mild though it may be, in economic decisions which 
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have usually been left to the private sector except in periods of national 
emergency. It would also expose the Council to pressures from private interest 
groups, perhaps to the detriment of its reputation for objective analysis of 
economic developments in the public interest. As far as I can see, the amend- 
ment adds nothing to the existing authority of the President. I presume that 
if passed, however, it would have the effect of making it a matter of national 
policy to deal with the problem of inflation in the manner indicated ; that is, by 
intervention at the level of wage and price formation in specific firms or 
industries. 

According to its preamble, H. R. 12785 is intended partly “* * * to bring 
to bear an informed public opinion upon proposed inflationary price increases.” 
The relevant portion of the amendment itself, however, (@) does not require 
the President to make a public request for voluntary restraint, (b) speaks of 
wages as well as price increases, and (c) invokes other goals in conjunction 
with price stability. I will assume that in practice the authority would pe 
used to minimize increases in the over-all average of prices of finished goods 
and services and that it would be necessary to direct public attention to wage 
increases as well as to markups, profits, and prices. In fact, since the Council 
of Economic Advisers would be asked to study “proposed price and wage in- 
creases,” and since price increases are seldom “proposed” although probably 
implicit in final wage agreements, it is apparent that the recommendations would 
likely be directed to price increases which were linked to wage increases; that 
is, the “permissible” bounds of both wages and prices would need to be specified 
for the period of a labor contract. 

At the risk of belaboring the obvious, it must be emphasized that the Presi- 
dential recommendations, if accepted, would affect the distribution of income 
between labor and nonlabor incomes both within the bargaining industries and 
elsewhere in the economy. This distributional aspect should be frankly recog- 
nized, since it raises problems of equity which would have to be resolved in the 
administration of the act if not before. Especially because the case against 
inflation rests largely on its redistributional consequences, it would be well to 
weigh carefully the corresponding implications for income distribution of any 
proposed method of combating inflation. 

In operation, then, the proposal would require decisions about income distri- 
bution, which should certainly be made explicit. What is actually called for 
is a national wage-price policy which would determine the division of the real 
national income and increments thereto over time within the constraint of a 
constant average price level. Anything short of this would mean that criteria 
were being invoked in reference to specific unions or businesses which could 
scarcely be defended on objective, scientific grounds as necessary to the general 
welfare under the Employment Act. In other words, although the amendment 
is designed to deal with specific increases, the latter could be evaluated only 
within a general framework which took account of prospective changes elsewhere 
in the economy and their implications for the social welfare as embraced in the 
combined goals of the act. 

Granted that general agreement could somehow be reached about the overall 
distributional criteria to be used, it would still be necessary to develop criteria 
for the particular wage and price increases which were at issue. This would be 
a knotty theoretical and empirical problem even if it could be attacked within 
the context of general wage and price control. The difficulties would be greatly 
enhanced under the present proposal, for whether a given wage, price, or wage- 
price increase would be likely to have an adverse effect upon maximum employ- 
ment, production, and purchasing power would depend partly on how other 
sectors reacted to the disturbance and partly on the changes which might occur 
elsewhere for independent reasons, and neither of these factors would be under 
direct control. 

I do not wish to imply that the difficulties I have raised are insuperable. 
Satisfactory solutions could probably be developed, and there is a good deal of 
foreign experience with national wage-price policy and domestic wartime experi- 
ence with wage and price regulation which would doubltess yield useful insights. 
What I want to stress is that it would be advisable to study the implications of 
the proposal quite carefully before it is written into law. I have scarcely 
touched the surface of the problem, but it appears to me that the implications 
are far-reaching and should be thoroughly investigated before Congress acts. 
To my mind, it is not merely a question of an operating agency developing the 
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detailed techniques to implement a clearly defined national policy. I for one 
would not understand what the policy was until the details were worked out. 
Sincerely yours, 
Bert G. HICKMAN, 
Senior Research Staff. 


MICHIGAN STATE UNIVERSITY, 
COLLEGE OF BUSINESS AND PUBLIC SERVICE, 
Hast Lansing, July 8, 1958. 
Hon. WiL1L1AM L. DAwsoNn, 
Chairman, Executive and Legislative Reorganization Subcommittee, 
House of Representatives, Washington, D.C. 

DEAR CoNGRESSMAN Dawson: Your letter of June 20, which I appreciate, ask- 
ing for comments on Representative Reuss’ proposed amendments (HEI. R. 12785) 
to the Employment Act of 1946, invites me to enter into discussion in an area 
where my professional competency is no greater than that of any other layman. 
Nevertheless, I would like to offer a few, perhaps obvious, remarks. 

(1) In general, more light upon important matters is to be preferred to less. 
Consequently the collection of information through the CEA on trends and prob- 
able changes in the value of the currency seems at the very worst innocuous, and 
in all probability quite desirable. 

Similarily the preparation of recommendations on monetary and fiscal policy 
would seem to be a necessary element in the development of any macroeconomic 
advice. Perhaps the specialists can show how Presidential recommendations, 
which presumably would not be treated lightly, would embarrass the Federal 
Reserve’s regulatory activities. It is conceivable that such recommendations 
might constitute an awkward forecast of the Board’s actions. But in the 
absence of such a showing the preparation of recommendations on monetary 
and credit policy would seem an essential part of the function of the CEA. 

(2) However it is quite a jump from the position that study of inflationary 
(or deflationary) factors is desirable to the view that stabilization of the price 
level is as important as “promotion of maximum employment, production, and 
purchasing power.” As an individual I believe in the value of price stability, 
but at the same time, must recognize the arguments advanced for mild inflation. 
In view of the uncertainty of economic analysis on the matter, it would seem 
unfortunate to declare price level stability (mainly seen as a possible, but not 
certain, means to an end) comparable to the stated objectives (which can be 
construed as economic ends in and of themselves). 

(3) Under our system of government, the intervention of public authority in 
an admonitory role creates innumerable and not clearly resolved problems. 
What constitutes voluntary restraint? What happens to both the disputants 
and to public authority, if the requests for restraint are not heeded? How 
equitably do such requests fall upon all possible candidates for surveillance? 
Are the patriotic cooperators liable to be the ones penalized if involuntary re- 
Straints are imposed, as was the case when the “jawbone” method of price con- 
trol was replaced by a base date freeze? What avenues of appeal exist from 
requests for voluntary restraints? In short Presidential intervention in eco- 
nomic disputes to express “public opinion” or to request voluntary action seems 
either dangerously extra-legal or embarrassingly ineffective. Consequently the 
proposed section 4 (c) (6) seems to create more problems than it solves. 

I do appreciate the opportunity to offer these remarks for whatever they may 
be worth. 

Respectfully yours, 
STANLEY C. HoLLANDER, 
Associate Professor of Business Administration. 


First NATIONAL BANK, 


Cedar Fails, Iowa, July 30, 1958. 
Hon. WM. L. Dawson, 


Chairman, Government Operations Committee, 
House Office Building, Washington, D.C. 
DeaR Mr. Dawson: I am the president of the bank on whose letterhead I 


write and I have been a class A director for many years of the Federal Reserve 
Bank of Chicago. 
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I wish to raise objection to House Resolution 12785 by Mr. Reuss, of Wis- 
consin, which has for its purpose, as I see it, an encroachment upon the func- 
tion of the Federal Reserve System through the bill’s requirement on the 
Council of Economic Advisers to the President that this group shall make 
public studies and recommendations in the field of monetary and credit policy. 

The Federal Reserve Act created the Board of Governors and made it responsi- 
ble directly to Congress for its acts and decisions. Contrariwise, the Council 
of Economic Advisers is appointed by and responsible to the President of the 
United States. 

To permit this authority to the Economic Advisers would at times bring 
this appointed body into open conflict with the Federal Reserve System on the 
respective interpretations of the statistics, since one body would definitely 
be responsible to Congress under the Federal Reserve Act and the other pri- 
marily to the administration in power. The resulting confusion might very 
well become seriously detrimental to the economy of the country and to Congress 
itself. 

I oppose this bill in principle and in its inferences, and I hope it will not 
receive favorable consideration in your committee. 

Respectfully yours, 
V. W. JoHnson, President. 






STATE COLLEGE OF WASHINGTON, 
ScHOOL oF ECONOMICS AND BUSINESS, 
Pullman, Wash., July 14, 1958. 
Hon. WILL1AM L. DAwson, 
Chairman, Committee on Government Operations, 
Congress of the United States, 
House Office Building, Washington, D. C. 


DEAR CONGRESSMAN Dawson: This is in reply to your letter of June 20, 
1958, requesting my comments on H. R. 12785. 

As I understand the bill, it would amend the Employment Act of 1946 by plac- 
ing certain responsibilities on the President for specific recommendations re- 
garding (1) monetary and credit policies and (2) proposed or impending wage 
and price increases. In general, the bill reflects dissatisfaction with both the 
present procedures for determining monetary and credit policies to fight inflation 
and deflation and with the manner in which prices and wages are determined 
in certain industries. It envisages more effective anti-inflation and anti-deflation 
policies by lodging the indicated responsibilities with the President for policy 
recommendations. Although the bill is concerned ultimately with general eco- 
nomic policy of the Government, the language of the bill is fairly specific; 
therefore, it seems desirable to discuss the principal proposed amendments 
separately. 
























I. REQUIRING PRESIDENTIAL RECOMMENDATIONS OF MONETARY POLICY 


1. The fundamental question raised by the amendments pertaining to monetary 
policy is: Where should the power and responsibilities for monetary and 
credit policy be lodged? The bill proposes that more specific responsibilities 
be placed with the President for the formulation of monetary and credit policies. 
As matters stand, the items on which the President now makes recommenda- 
tions are largely those for which he already has the constitutional power and 
responsibility, or for which he must request congressional action. This par- 
ticular bill would require the President to make recommendations in an area 
in which he has no specific statutory authority or responsibility. In view of 
this, it is questionable whether he should be placed in the position of making 
public recommendations on matters of state over which he has no statutory 
authority. In effect, this bill would assign certain responsibilities to him without 
the provision for concomitant authority. 

2. Similarly, the bill places the Federal Reserve Board in an anomalous posi- 
tion. While the Board has the authority and responsibilities in this area, as 
granted by the Congress, it would not have the final authority on specific recom- 
mendations on monetary and credit policies, since it has no voice in the prepa- 
ration of the President’s Economic Report. 

8. Also, it is important to stress that an important distinction exists between 
recommendations for changes in legislation and recommendations regarding 
operating policy. 
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4. Closely related are many questions concerning the extent to which the Fed- 
eral Reserve would be independent under the contemplated circumstances and 
the resulting effectiveness of Federal Reserve policies. 

For example: 

(a) In the event that the President and the Council of Economic Advisers 
have a position on desirable economic policy for a given situation that differs 
signficantly from that of the Federal Reserve Board, the President’s position 
would be incorporated in the Economic Report, not that of the Federal Reserve. 
If the Federal Reserve Board does not follow, what procedure is contemplated? 
Furthermore, what is the significance, from the standpoint of sound economic 
policy, generally, of formalizing and publicizing policy differences between the 
\’resident and the Federal Reserve Board? 

(b) In addition, the bill raises questions about many technical problems of the 
operations of Federal Reserve policy actions. I am not thinking here merely of 
the degree of sophistication or complexity of monetary policies and operations, 
but the importance of the timing of policy changes in relation to the Federal Re- 
serve’s continuing close contact and intimate knowledge of money markets, 
position of commercial banks, and related monetary and credit data. It would 
seem to me that the proposed amendments would substantially increase uncer- 
tainties and speculation, especially in regard to the operations of the money 
market, debt management, and private investment policy. 

4. The real question which the proposed amendments raise regarding monetary 
policy, therefore, is whether the Congress wants an independent Federal Reserve 
Board, or whether it wishes to place the responsibility and control of monetary 
policy in the hands of the administration in office. 


If. PRESIDENTIAL STUDY AND REQUESTS FOR VOLUNTARY WAGE-PRICE RESTRAINTS BY 
INDUSTRY AND LABOR TO PROMOTE STABILITY AND ECONOMIC GROWTH 


1. The general idea of this proposal for the collection of data and studies of 
proposed price and wage increases has the merit of emphasizing the need for 
more industry studies, but has the disadvantage of involving the Federal Govern- 
ment directly in the arena of price and wage determination. 

2. In general, the objectives of economic stability and growth require the in- 
telligent application of appropriate fiscal and monetary measures. These social 
objectives are not likely to be achieved by attempting to alter directly the objec- 
tives and goals of businesses, or by appealing to businessmen and labor leaders 
to set wages and prices on the basis of what they believe would contribute to 
economie growth and stability. From the standpoint of effective economic policy 
and effective operation of the price system, it is essential that businessmen act 
as businessmen and that those charged with the formulation of national economic 
policy develop appropriate economic policy for the particular situations at hand. 

8. The proposed amendment to the Employment Act involves a variety of 
“quasi-public utility” status for certain industries. Any such approach raises the 
question of what standard is the Council of Economic Advisers to employ in 
deciding whether a particular wage or price increase is justified? There would 
be a tendency to use the standard that cost increases, or that productivity 
increases, alone, are a justification for wage increases. Such standards might 
be applied to certain basic or pace-setting industries, but the general concept 
of limiting wage and price adjustments along this line raises some fundamental 
issues concerning the impairment of the effectiveness of the price system. 

4. It is not clear from the bill how much authority the President’s Council 
of Economic Advisers would have in regard to securing the necessary data to 
determine the extent to which wage or price increases are justified. In the 
absence of subpena powers it is questionable whether the kinds of data required 
to make such determinations would be available from public sources. 

5. Industry and labor leaders cannot completely ignore high-level appeals, but 
this amendment does not provide the mechanism whereby we can be assured that 
the appeals will be consistently effective at the right time and at the right places. 

6. High-level appeals to industry may help promote stability at certain times 
by delaying price adjustment. However, if our concern is with the development 
of sound and effective policies toward industrial enterprise, I would not recom- 
mend that we concentrate on this area of presidential appeals and negotiation. 
Rather, it would seem preferable to work through the antitrust agencies and 
other regulatory agencies, within the framework of the present statutory legis- 
lation, for improvement of market structures. If the maintenance of competitive 
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markets requires amending legislation, or new direct legislation, I would prefer 
to have this done through the reorganization and strengthening of the authority 
of the antitrust agencies as presently constituted. 


Ill. CONCLUSIONS 


In conclusion, if it has been amply demonstrated that the coordination of eco- 
nomic policy between the Federal Reserve Board and the President, in particu- 
lar, and between these and other agencies of the Government, in general, has 
broken down for whatever reasons (and I question this), it suggests that there 
is a need for some coordinating body. What this seems to call for is not a 
“tinkering” sort of legislation in which various additional responsibilities are 
grafted onto existing statutes, but, rather, the realinement through new legis- 
lation of the statutory authority and functions so that they are centralized in the 
administration, possibly in a Cabinet-level council or department of economics. 
Its responsibilities would cover the coordination of the policies of the Federal 
Reserve Board, the Treasury, the various lending agencies, and other govern- 
mental units whose operations significantly affect monetary and fiscal policies. 

In connection with this general question of more knowledge, better coordina- 
tion of economic policies, and more effective and responsible action by both 
elective and appointive officials, we could make some headway by establishing 
a National Social Science Foundation to undertake and support, among other 
things, comprehensive and continuing cross-section studies of various aspects of 
economic policy, industrial pricing, production, investment policies, and wage 
determination. Even with the highest degree of coordination among interested 
agencies and officials of the Government, we are repeatedly faced with the for- 
mulation of appropriate public policies on the basis of inadequate information. 

I hope that the foregoing will be useful to you in consideration of the bill. 
If you have any questions about my statements, I would be glad to elaborate 
further. 


Sincerely yours, 
Rosert F. LANZILLOTTI, 
Associate Professor of Economics. 


COMMITTEE FOR ECONOMIC DEVELOPMENT, 
Washington, D. C., June 24, 1958. 
Hon. Wiii1aAmM L. Dawson, 
Chairman, Committee on Government Operations, 
House Office Building, Washington, D. C. 


DEAR CONGRESSMAN Dawson: In Mr. Stein’s absence abroad, I am writing to 
ila aa receipt of your letter of June 20, inviting him to comment on H. R. 
Mr. Stein is not expected to return until July 25; and, consequently, he will 
not be able to submit any comments before your deadline of July 15. However, 
you may be sure that your letter and enclosed materials will be called to his 
attention immediately upon his return. 
Sincerely yours, 


Rosert F. LENHART. 


THE Amos Tuck ScHOOL or BUSINESS ADMINISTRATION, 
DARTMOUTH COLLEGE, 
Hanover, N. H., July 15, 1958. 
Hon. WiLt1AM L, Dawson, 
Chairman, Committeee on Government Operations, 
House of Representatives, 
Washington, D. C. 


DEAR Mr. Dawson: This is in response to your invitation to comment on H. R. 
12785, a bill to amend the Employment Act of 1946. This bill would introduce 
two new provisions in the Employment Act: (1) to require the President to 
include in his economic program recommendations concerning money and credit 
policies, and (2) to bring to bear an informed public opinion upon proposed in- 
flationary price increases. 

T am in sympathy with the objectives of the bill but I am not convinced of 
the need or desirability of the proposed legislation. Responsibility for the con- 
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trol of money and credit is now vested in the Board of Governors of the Fed- 
eral Reserve System. Treading the narrow path that so frequently lies be- 
tween inflation and deflation requires the utmost freedom of action consistent 
with this responsibility. Until our knowledge of the economy is greatly im- 
proved there will inevitably be differences of opinion in the exercises of this 
judgment with respect to the nature, extent, and timing of monetary action. 
To interpose the authority of the Executive in these matters would tend to 
prejudice the Federal Reserve’s judgment and diffuse responsibility for ac- 
tion. 

I believe that the purposes of the legislation can better be achieved by close 
cooperation among the responsible agencies of Government rather than by an 
announced program of action by the President that may be no better supported 
than the position of the Federal Reserve itself. Informal machinery for such 
cooperation has in fact been established and should be adequately tested before 
any significant change is made. 

I also question the wisdom of the second provision, which expressly authorizes 
the President to dissuade labor and industry against inflationary wage and 
price increases. Although the procedures authorized by the bill might serve 
desirable ends, they would involve the Government in wage and price decisions 
of key industries where the equities of the situation are difficult to ascertain, 
and give rise to serious problems of discrimination. Such intervention, formal- 
ized by law, would be a step toward Government wage and price controls that 
could seriously interfere with the operation of our free-market economy. 

Thank you for the opportunity to comment on this bill. 

Sincerely yours, 
GEORGE E. LENT, 
Visiting Professor of Business Economics. 


MicHIGAN State UNIVERSITY, 
COLLEGE OF BUSINESS AND PuBLic SERVICE, 
DEPARTMENT OF ECONOMICS, 
East Lansing, July 29, 1958. 
Mr. Witt1AM L. DAwson, 
Chairman, Committee on Government Operations, 
House Office Building, Washington, D.C. 


Dear Mr. Dawson: I wish to thank you for your letter of June 20 enclosing a 
copy of H. R. 12785, together with explanatory remarks by Representative Henry 
S. Reuss. These reached me here only a few days ago. I would like to say that 
I am in complete agreement with the bill and I am filled with admiration at the 
clarity and cogency of Representative Reuss’ statement. 

I, myself, would want to go a little further than the bill does and than Repre- 
sentative Reuss on both of the points discussed. On the first point, which requires 
Presidential recommendations in the monetary and credit field, I would feel that 
a natural result of such recommendations would be that the prestige of the 
President, and the publicity accompanying any such recommendations, would 
have a strong influence on the decisions of the Federal Reserve, and to that 
extent, would be diminishing its effective independence. But I am in favor 
of such a diminution of its independence in the interests of having a policy that 
coordinates the activities both of the Federal Reserve and of the Federal Govern- 
ment, rather than having them working at cross purposes in the name of the 
independence of the different parts of the Government. 

I would go further than Mr. Reuss even more in the second point where I am 
rather pessimistic as to whether the suggested Presidential requests with respect 
to impending wage or price increases would be sufficiently effective to prevent 
them. I agree that they would be much more effective than the general requests 
that have been made, and I hope that I may be proved wrong and that such 
Presidential recommendations will be, in fact, sufficient to bring about the 
desired results. In my pessimism, I believe this is not too likely, and that it will 
be necessary to develop public regulation of administered prices so that they 
should be regulated in the social interest instead of being administered in the 
private interest where such private administration runs contrary to the national 
interests. 

I realize that there are very grave administrative problems to be solved and 
these would be made unnecessary if Presidential requests would be effective by 
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themselves. I think also that a great deal of the work which would be necessary 
for the administration, would also be necessary to provide the proper advice to 
the President in making his requests. In any case, the provisions suggested in 
the bill and defended so ably by Representative Reuss are certainly, in my 
opinion, steps in the right direction, and I wholeheartedly hope that they will be 
implemented. Perhaps that they will serve to perform the required service so 
that the further steps which I think will unfortunately be necessary may, indeed, 
turn out to have been unnecessary. 
Yours sincerely, 
Appa P, LERNER, 
Distinguished Visiting Professor, Michigan State University. 
P. S.—I am leaving MSU next week and will be at the department of economics 
at the University of California, Berkeley, during the coming academic year. 
AL Boel, 


NATIONAL BUREAU OF EcoNOMIC RESEARCH, INC., 
New York, N. Y., July 14, 1958. 
Mr. WILLIAM L. DAwson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


Dear Mr. Dawson: Thank you for the invitation to comment on H. R. 12785. 

There is, I believe, an urgent need to modify the Employment Act of 1946 in 
order to make it a more efficient instrument with which to grapple with the 
problem of restraining the upward trend in prices. I question, however, whether 
the particular revision now embodied in the proposed amendment will serve this 
purpose as efficiently as it must be served. 

The central difficulty is that the proposed amendments in effect require admin- 
istrative officials publicly to extert moral suasion, to influence behabior over 
which they have no direct administrative or legislative control. Such efforts 
will sometimes meet with at least partial success; often they will not. Each 
time a high administrative officer attempts publicly to exert moral suasion and is 
unsuccessful, he loses stature and with it the power to act in the future. Repeti- 
tion of these failures weakens the law that is being administered. It seems to 
me highly probable that efforts to influence the action of the Federal Reserve 
Board (in line with emendations in H. R. 12785 concerning monetary and credit 
policies, p. 2, lines 4, 9, 16, and 25), and efforts to influence the prices charged 
by labor and business (in line with sec. 4 (c) (6)) will at best often, and at 
worse, usually, be unsuccessful. Because of the high cost of failure, it seems 
to me important not to make legal stipulations of administrative strategy. 

Instead, the purpose of the Employment Act with respect to restraining the 
upward trend in prices should be clarified and thereby made a specific impelling 
requirement. The injunction to maintain purchasing power does not fill this 
purpose, since inflation may actually maintain or even increase the purchasing 
power of large elements of the population and only decrease the purchasing 
power of certain groups. 

Setting the specific goal of price stability would fortify the President and 
his advisers in using what they deem to be the best strategy, given the actual and 
potential means at their disposal, to achieve the combined purpose of stable 
prices and of high-level employment. If the means are found to be inadequate, 
they must be sharpened and multiplied. Eventually, the Congress may find it 
necessary to take the lead in this endeavor. 

I am loath to quarrel with the provisions of H. R. 12785. I agree entirely 
with Mr. Reuss’ cogent analysis of the problem: the paralyzing effect of inade- 
quate antiinflationary machinery on the will to fizht recession: the fact that 
inflation is caused by both demand pull and cost push. I would add that inflation 
is also caused by business policy, which finds it advantageous to increase expendi- 
tures on research, advertising, marketing, and administration so that nonproduc- 
tion workers in manufacturing have increased 55 percent from 1947 to 1957, 
whereas production workers only increased 2 percent. But it is just beause 
the roots of inflation penetrate so deeply and so broadly into the eco mic sub- 
soil that I cannot visualize a few harsh words from the President withering the 
plant. In any event, one should not prescribe them as a routine and compulsory 
remedy. 
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I would like to take this opportunity to express my appreciation as a citizen 
for the care and for the high order of intelligence with which the Congress is 
considering the problem of inflation. 

Sincerely, 
Rutnu P. Mack, 
By HELEN R. GOTTESMAN. 


CoLtuMBIA UNIVERSITY IN THE City or New York, 
GRADUATE SCHOOL OF BUSINESS, 
New York, N. Y., July 14, 1958. 
Wir11am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


DEAR REPRESENTATIVE DAWSON: These comments on H. R. 12785, submitted at 
your request, are confined solely to the proposed amendment to section 3, section 4 
(c) of the Employment Act of 1946; moreover, they discuss only the provisions 
dealing with price increases and pass over the problem of inflationary wage 
increases. These comments are divided into three groups. The first deals with 
possible technical and legal ambiguities; the second discusses the likely con- 
sequences of the amendment as proposed: the third suggests alternative methods 
of attaining the proposed amendment’s objectives. 


I. TECHNICAL AND LEGAL AMBIGUITIES IN THE PROPOSED AMENDMENT 


The amendment refers to “proposed price * * * increases” and, thus, im- 
plies that all businesses would be required to ‘‘propose” price increases before 
they were made. If that is the intention, should not this requirement be made 
explicit? This requirement should also indicate how long in advance of con- 
templated price increases businesses must announce them. 

Is it intended that the President should try to persuade firms to rescind 
price increases that had adverse effects? In its present form, the amendment, 
apparently, would not permit study and requests for withdrawal of price 
increases that had already taken place. 


II. LIKELY CONSEQUENCES OF THE PROPOSED AMENDMENT 


The proposed amendment to section 3, section 4 (c) could deprive the Em- 
ployment Act of 1946 of its essentially nonpolitical character. This amendment 
provides every incumbent administration with a potent political instrument 
that is not likely to go unused. Some administrations may find it impossible 
to resist the temptation to oppose price increases by large firms, even when 
they were warranted, especially prior to an election. Conversely, few adminis- 
trations could ignore the political consequences of allowing legitimate price 
increases during inflationary periods (when there are likely to be many of 
them); to do so would make them vulnerable to attack as “pawns of big 
business.” 

This amendment would also place businessmen in a highly vulnerable posi- 
tion and confound their business decisions with political considerations. To 
avoid the danger of a trial at the unpredictable bar of public opinion, many 
businessmen may elect to depreciate the quality of their products rather than 
make price increases. Such a policy might be contrary to the public interest, 
though it would be a prudent one for firms that would make good political 
scapegoats. Since we lack generally acceptable criteria by which to judge the 
full economic effects of any price increase, the perversion of the Employment 
Act for political advantage becomes more likely. This amendment might, there- 
fore, help to discredit the other provisions of the act, which have, thus far, 
been essentially nonpolitical. 

The effects of the proposed amendment to section 3, section 4 (c) depend, toa 
considerable extent, upon whether businessmen would be required to disclose 
their intentions to raise prices, and how much notice they would be compelled 
to give. As already indicated, without such requirements, the amendment would 
have a very unclear meaning and little influence; even with such requirements, 
the amendment is likely to create an unpopular bottleneck. The President 
and the Council of Economic Advisers would require considerable time to reach 
a decision about each price increase. Presumably, businessmen would be re- 
quested, if not actually required, to forgo action until the Government had 





| 





is 


l at 
m4 
ons 
ace 
vith 
-on- 
ods 


im- 
fore 
lade 
con- 


cind 
ent, 
rice 


Em- 
nent 
nent 
sible 
vhen 
inis- 
price 
y of 
' big 


posi- 

To 
nany 
than 
rest, 
itical 
e the 
‘ment 
here- 
; far, 


, toa 
sclose 
velled 
vould 
nents, 
sident 
reach 
ne re- 


t had 


AMENDING THE EMPLOYMENT ACT OF 1946 141 


completed its study and deliberations. Consequently, business would be put 
in the position of requiring Government sanction to increases price, and re- 
quired to delay such action until the Government could give its approval. 

Delays in price increases sometimes would work hardship on business and 
might constitute a disservice to the community as well. Price increases fre- 
quently serve vital economic functions; to delay them might actually make in- 
flation more prolonged and profound, even though the immediate effect would 
be to slow the rise in prices. 

There is, moreover, real danger that the proposed amendment would create an 
informal public-utility form of price regulation. Lacking other standards for 
judging the legitimacy of a price increase, an administrative agency will, almost 
certainly, apply the test of cost justification. Although it is impossible to ap- 
praise this standard fully here, it is obvious that such a standard ignores de- 
mand consideration. As a consequence, application of the cost criterion would 
often result in opposition to socially desirable price increases at times when de- 
mand had increased simply because costs had remained steady. Such a situa- 
tion is not rare. 

During periods of shortage due to strong demand, price increases perform 
several vital functions. First, they ration scarce supplies among buyers at 
least partly on the basis of need; second, they provide a financial incentive 
for the expansion of output of things in scarce supply. Ift price increases 
were disallowed in the absence of cost increases—or if they were greatly de- 
layed because of the slow administrative procedures established by this amend- 
ment—these functions would not be performed effectively. 

Conversely, some price increases that can be justified on grounds of higher 
costs would have adverse economie effects. The President would, in such cir- 
cumstances, face the choice between allowing a “harmful” price increase or 
opposing it and thus penalizing a company which simply was doing business 
in the customary manner. One can be reasonably certain that this type of price 
increase would not be opposed, even though the amendment clearly would re- 
quire the President to do so. If the price increase were opposed, the effects 
of the Government’s action (it really does not matter much that the request 
for restraint is not legally binding, as long as it carries great weight with the 
public) would be essentially confiscatory. 


III. ALTERNATIVE METHODS OF ATTAINING THE AMENDMENT’S OBJECTIVES 


The danger that Government will delay, or fail to take, measures to com- 
bat recession lest they cause prices to rise is extremely serious and requires a 
solution. Unfortunately, the proposed amendment provides at best a partial 
answer to the need. It would appear that much greater power must be vested 
in the President and the Council of Economic Advisers if this danger is to be 
averted. History amply demonstrates that the Nation cannot rely on re- 
quests for voluntary restraint. 

One possible line of attack, though one that is not without difficulties, is to 
empower the President to freeze all industrial prices and wages for some des- 
ignated period, possibly between 4 and 6 months, in conjunction with the en- 
actment of measures to correct recession. (Provision might be made for spe- 
cial hardship cases to obtain exemption from this freeze in the event of great 
inequity, but, in a period so short as this, exceptions would be difficult to justify 
and hardship would rarely be extreme.) Since the freeze would occur during 
recession, few firms and unions would be injured seriously, for the pressures 
at such times ordinarly are downward; also, during the period of the freeze, 
output could be expanded in all sectors of the economy that were stimulated by 
the Government’s antirecession program, so that sellers might not be able to 
raise prices (and unions to raise wages) after the end of the freeze. It would 
be essential to permit the President to roll back prices and wage rates for 4 
brief period and, in that way, to undo price increases that had been made in 
anticipation of a freeze. 

Your committee might also want to consider applying the general approach 
of this amendment to proposed changes in capital investment plans as well as 
to changes in prices and wages. Capital investment plans clearly influence the 
level of business activity—much more certainly than do wages and prices, it 
would seem. Moreover, these plans generally are prepared long in advance of 
actual action, whereas that is rarely the case with price changes. It is sug- 
gested, therefore, that this amendment be changed to add the words “and changes 
in capital expansion programs” at line 13, page 3 (following the word “in- 
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creases”). Also, a provision might be added to require businesses over some 
specified asset size to report their investment plans quarterly and to indicate 
changes in these plans which involve sums above some stated amounts—possibly 
$1 million. 

Your committee might also want to consider the following group of related 
modifications to this amendment. These modifications would, first, limit the 
application of the amendment to a specific list of industries, rather than have 
it apply to all industries. Presumably, these industries would be selected 
earefully to include only the most strategic and sensitive areas of the economy. 

Secondly, for these industries, the Government would undertake to collect 
regularly data required to reach a judgment about the economic effect of price 
increases. Indeed, the amendment might empower the Government to require 
these industries to submit pertinent information, on a confidential basis, that 
is now unavailable. 

Third, firms in these industries would be required to notify the Government 
several weeks or more in advance of a decision to change price. Inasmuch as 
only a small part of the economy would be subject to this amendment and the 
Government would have kept a current record of the developments needed to 
appraise the economic effects of a price increase, the Government agency admin- 
istering this amendment would ordinarily be able to reach a judgment speedily. 

It should be recognized that industries that were subjected to the type of 
surveillance described and required to provide data and presumably to exercise 
particular restraint in pricing would be assuming an unpleasant burden. Some 
type of compensation would be appropriate. This could hardly take a direct 
monetary form, except possibly when the President felt it was essential that 
an industry keep prices stable but felt it would be unfair to ask the industry to 
forego a price increase out of its own resources. Possibly, industries made 
subject to this amendment would be required to announce price reductions some 
time before they were put into effect. Such a provision would surely be valued 
by most industries and might represent an acceptable compensation for comply- 
ing with other provisions of the amendment. This form of compensation may 
be neither acceptable to industry or socially desirable; however, the general 
principle that industries should not be asked to alter their customary methods 
of doing business at a financial loss to themselves does seem valid. The pro- 
visions of the proposed amendment might turn many, if not all, industries into 
quasi-public utilities. To make such a change equitable and acceptable would 
require offsetting privileges or compensation in some form. 

In conclusion, the proposed amendment does not indicate what criteria would 
be employed to determine whether a proposed price increase would have an 
adverse effect on maximum employment, production and purchasing power. 
To my knowledge, there is no consensus of expert opinion on this subject. Both 
the President and the Council of Economic Advisers and businessmen deserve 
at least a clue as to what Congress believes those criteria should be. Possibly 
the amendment should be delayed altogether or applied to only a limited sphere 
until criteria have been formulated that would identify price increases that 
adversely affect maximum employment, production and purchasing power. 

Very respectfully yours, 
ALFRED R. OXENFELDT, 
Professor of Marketing. 


THE UNIVERSITY OF CHICAGO, 
DEPARTMENT OF ECONOMICS, 
Chicago, [ll., July 2, 1598. 
Hon. WILLIAM L. Dawson, 
Committee on Government Operations, 
House Office Building, Washington, D.C. 

DEAR REPRESENTATIVE DAWSON: This is in reply to your request for an ex- 
pression of opinion on H. R. 12785. I should like to confine my remarks to the 
second provision of the bill, concerning the collection of information and making 
of Presidential recommendations on proposed wage and price increases. 

In my judgment this provision, though well intended, could have serious ad- 
verse effects. The stabilization of the general level of prices is an appropriate 
objective of Government policy and is consistent with the spirit of the Employ- 
ment Act of 1946. However, it is in general not a proper function of the Govern- 
ment to regulate particular prices and Wages, nor to apply pressures short of 
regulation to influence particular prices and wages. If anything, the exceptions 
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to this principle already incorporated into law need to be narrowed rather than 
widened. 

Economie science has as yet developed no criterion for telling whether a par- 
ticular wage or price change contributes to the objectives of the Employment 
Act. The effects of monetary and fiscal policy on the general level of employ- 
ment, output, and prices are on the whole simple and direct, and there is wide- 
spread agreement among economists about them. In contrast, the effects of 
changes in particular prices and wages on the general level of employment, output 
and prices are complex, indirect, and uncertain. Increasing a particular price 
does not by itself raise the general level of prices, because the consequences of 
this increase may include lower prices for other goods or services. 

The main function of changes in particular prices and wages is to determine 
the most efficient composition of output. The second provision of H. R. 12785 
would interfere with this function by judging particular price and wage increases 
on other criteria. The usual public criterion for judging price increases is 
whether they are justified by increases in cost. This overlooks the fact that 
when demand increases where resources are fully used increased in prices rela- 
tive to costs contribute to economic efficiency. They induce some purchasers to 
use substitutes or to postpone purchases, they induce existing suppliers to expand 
their capacity, and they encourage the entry of new suppliers. 

Similarly, the usual public criterion for judging wage increases is whether 
they are justified by increases in productivity or in the cost of living. In oeccu- 
pations where there are labor shortages, such criteria result in wage increases 
too small to attract the needed qualified workers into the occupation. In other 
cases, they may result in excessive wage increases that contribute to unem- 
ployment. 

The setting of prices and wages by free markets and free collective bargaining 
is admittedly far from perfect, especially in places where there is substantial 
monopoly power. But on the whole, the record of private firms and unions is far 
better than that of Government agencies and factfinding boards. 

In short, H. R. 12785 seems unlikely to contribute to the fight against inflation, 
which can best be pursued by other means. In an attempt to combat inflation 
with inappropriate weapons, it could inadvertently lower the efficiency of our 
economy, and thus work against the major objectives of the Employment Act, 
maximum output and employment. 

Sincerely yours, 


ALBERT REEs, 
Associate Professor of Economics. 


UNIVERSITY OF MICHIGAN, 
DEPARTMENT OF ECONOMICS, 


Ann Arbor, July 13, 1958. 
Hon. WILLIAM L. DAWSON, 


Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


DEAR REPRESENTATIVE DAWSON: In response to your invitation of June 20, I 
am enclosing herewith some comments which I have prepared setting forth my 
views concerning H. R. 12785, which was introduced by Representative Henry 
S. Reuss on June 3. 

Sincerely yours, 
WARREN L. SMITH, 
Associate Professor of Economics. 


COMMENTS ON H. R. 12785 By WARREN L. SMITH, ASSOCIATE PROFESSOR OF 
EcoNOMICS, UNIVERSITY OF MICHIGAN 


I. PROVISIONS CONCERNING PRESIDENTIAL RECOMMENDATIONS ON MONETARY POLICY 


I favor the enactment of these provisions, since I believe they represent a 
step in the right direction. It is important that monetary policy be effectively 
coordinated with other policies designed to maintain economic stability and 
that recommendations concerning monetary policy be made in light of the other 
policies to be followed. There is some coordination under present conditions, 
but the situation in this respect could certainly be greatly improved. 
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If the provisions of H. R. 12785 concerning monetary policy are put into 
effect, however, it is very important that the Council of Economic Advisers 
keep in continuous touch with monetary conditions and that it make fre- 
quent recommendations to the Board of Governors. Recommendations made 
once a year, at the time of the President’s annual Economic Report to the 
Congress, would by no means be sufficient. The strength of monetary policy 
lies in its administrative flexibility and its ability to adapt itself more or less 
continually to changing economic conditions. Recommendations made at the 
beginning of the year would not be any more important than recommendations 
made at other times. Perhaps the wording of the bill should be modified to put 
more emphasis on continuous recommendations. The amended version of section 
3 (b) of the Employment Act of 1946, as included in the bill, does indeed provide 
for this in a general way, but it is especially important as applied to monetary 
policy, and the wording should perhaps be strengthened in this regard. Some 
increase in the size of the Council’s staff would probably be required, since the 
Council would need to keep itself extremely well informed concerning mone- 
tary conditions and their impact on the economy in order to make intelligent 
recommendations to an agency as well informed as the Federal Reserve System. 

Actually, I believe the whole idea of an “independent” Federal Reserve 
System is open to question. Monetary policy is not any more technical than 
tax policy or foreign policy, nor does it call for any more judgment or courage— 
if as much. There is not just one “correct”? monetary policy that should be 
followed. The proper monetary policy under given circumstances depends 
upon (a) the fiscal and other policies that are being followed, and (b) the 
priorities attached to the different and partially competitive goals the Govern- 
ment is seeking to achieve or reconcile—such as high-level employment, price 
stability, growth, and so on. Monetary management therefore involves ques- 
tions of policy at the highest level. It is a perfectly legitimate subject for 
political parties to concern themselves with—in fact, they would be derelict in 
their duty to the Nation if they failed to do so. The citizen who does not like 
the way monetary policy has been conducted, either because he disagrees with 
the priorities attached to the various objectives or because he thinks the con- 
trols have been ineptly administered, should have an opportunity to express 
his disapproval at the ballot box. Those who conduct our monetary policy should 
stand directly accountable to the electorate for what they do. Under present 
circumstances, this accountability is very remote and indirect, and the lines 
of responsibility are by no means clear. The Federal Reserve System has 
considerable authority to decide not only what methods to employ but what 
priorities to attach to various objectives. 

H. R. 12785 would impose upon the President the responsibility for making 
recommendations with respect to monetary policy but would leave the Federal 
Reserve free to accept or reject his recommendations. The political risks 
faced by the Federal Reserve System would be increased somewhat. If it 
chose to reject a publicly proclaimed Presidential suggestion and the decision 
proved to be mistaken, the effects on the System’s prestige could be quite 
damaging. Thus, the President’s recommendations would be bound to be taken 
seriously, and this would, I believe, be all to the good. I would be inclined to 
favor an even greater role for the Executive in monetary policy, but I believe 
the procedure of H. R. 12785 is worth trying. 


II. PROVISIONS OF INDIVIDUAL PRICE AND WAGE ADJUSTMENTS BY THE COUNCIL OF 
ECONOMIC ADVISERS 


I agree with the objectives of these provisions, but I believe it would be 
better to establish a separate Commission on Wages and Prices to carry them 
out rather than hand the job over to the Council of Economic Advisers. The 
task would be a very sizable one. The investigations would have to be very 
thorough in order to provide an adequate basis for Presidential recommendations. 
The agency responsible for the investigations should have subpena powers in 
order to assure its ability to get access to confidential records where necessary. 
However, the collection of facts would be only part of its task—the real job 
would be the formulation of standards with respect to price and wage adjust- 
ments that would be consistent with economic stability. This would be a very 
complex and demanding task, and, if we are going to undertake it, I believe we 
should set up a separate commission for the purpose, provide it with adequate 
staff and funds, and give it subpena powers. It might be desirable also to give 
the commission authority to require the postponement of wage and price 
adjustments pending completion of its studies. 
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Since almost any price or wage adjustment is capable of affecting “maximum 
employment, production, and purchasing power” to some degree, the proposed 
amendment imposes a very large and ill-defined responsibility upon the Council 
of Economic Advisers. I believe legislation establishing a Commission on 
Wages and Prices should attempt to define its responsibilities somewhat more 
narrowly and precisely. 

ANN ArRzoR, MICH., July 13, 1958. 


INDIANA UNIVERSITY, 
ScHOOL OF BUSINESS, 
Bloomington, Ind., July 3, 1958. 
Mr. Wr1aM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, 
House Office Building, Washington, D.C. 

Dear Mr. Dawson: This is in response to your letter of June 20, 1958, asking 
my views on H. R. 12785. 

In principle, the amendments to the Employment Act of 1946 which this bill 
proposes should not be necessary. The wording of the act is sufficiently broad 
to encompass the functions of the President and of the Council of Economic 
Advisers which this bill would specifically set forth. 

In practice, there might be an advantage in making clear and unmistakable the 
intent of the Congress. It would be more difficult for the President and the 
Council to dodge the relevant responsibilities as they have in recent years. 

The issue is really a political, not an economic one. Few economists would 
question the wisdom of the actions which these amendments would stipulate. 
But whether or not such amendments would actually produce the desired results 
is another question. It is my feeling, based on some 8 years in Government, 
that the amendments would not change matters greatly. If the President and 
his advisers want to take a strong position on monetary policy or on private price 
policies, he willdoso. If he wants to avoid the issue, he can do so even under an 
amended act. 

I think, therefore, that I would not favor the amendment for the same reason 
which Mr. Reuss, in his excellent statement in support of the bill, gives for not 
favoring another proposed amendment: ‘To amend the law to include a specific 
antiinflationary mandate would imply that none now exists.” The President 
now has a mandate to make recommendations as to monetary policy and the 
Council is clearly charged with responsibilities for studying private price policies. 
No further mandate should be needed. 

But, I repeat, this is a political judgment, not an economic one. While I would 
no advocate, I certainly would not oppose the proposed amendment. 

Sincerely, 
Rosert C. TURNER, 
Professor of Business Economics and Public Policy. 


Boni, WATKINS, JASON & Co., INC., 
New York, N. Y., June 25, 1958. 
Hon. WILLIAM L. DAWSON, 
Chairman, Executive and Legislative Reorganization Subcommittee of the 
Committee on Government Operations, House Office Building Annez, 
Washington, D. CO. 


Dear Mr. Dawson: In response to your request for written comments on 
H. R. 12785, we are enclosing herewith a summary of our views. 
Sincerely yours, 
Myron W. WATKINS, 
Vice President. 
JorEt B. DrRLtam, 
Senior Consultant. 
CoMMENTS ON H. R. 12785 


With a view to increasing the safeguards against both inflation and depression, 
H. R. 12785 embodies two proposals in the form of amendments to the Employ- 
ment Act of 1946. While we are sympathetic to the avowed purpose of these 
amendments, we have serious doubts about their practical utility. Moreover, 
they may carry an implication of subordination of Federal Reserve authorities 
to Executive dictation, or pressure, which in our view would be most unwise. 
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The Congressman introducing this bill expressed the opinion that the economy 
has suffered because since 1953 no recommendation has appeared in the Economic 
Report for a definite program of action by the Federal Reserve or the Open 
Market Committee. The position is certainly a tenable one that centralization 
of authority for monetary and credit policies in the administration might have 
advantages over the present divided authority. However, as our immediate post- 
war experience should have driven home, there are likewise serious dangers in 
de facto monopolization of credit policy by the Executive. Specifically, the in- 
excusable persistence in an “easy” credit policy for several years following the 
end of the war, with consequent unbridled price inflation, is traceable in no 
small part to the Treasury’s unauthorized intervention (meddling) in the formu- 
lation of central bank credit policy. 

It is true that the proposed amendments do not, on their face, envisage a trans- 
fer to the Executive of control over central banking policy. They would merely 
establish an obligation on the President to transmit to the Congress, in his 
annual Economic Report, and from time to time in the interval between such 
reports, as conditions appear to him to warrant, recommendations for what he 
conceives to be a sound credit policy. But significantly, in introducing the bill, 
Congressman Reuss speaks of the administration’s “irresponsibility” in failing 
to state its position relative to credit policy or to make recommendations as to 
how the Federal Reserve should proceed in “carrying out” the administration’s 
conception of a sound credit policy. 

We think the Congressman exaggerates the lack of coordination between the 
administration and the Federal Reserve Board of Governors or the Open Market 
Committee in determining the proper credit policy, in the choice of instruments 
for its implementation, and in the timing of the indicated adjustments. Neither 
the Federal Reserve, the Treasury, nor the Council of Economic Advisers operates 
in a vacuum. Through both formal and informal consultation, each is kept 
aware of information collected by the others, of how they interpret the policy 
implications of current developments, and of contemplated actions or reactions. 

Furthermore, we suggest that the proposed amendments spring from a miscon- 
ception of the nature of the Presidential responsibility created by the Employment 
Act of 1946. That act did not displace the Federal Reserve authorities as the 
agency primarily responsible for monetary management insofar as that may 
be effected through central bank control of the availability of credit. It was 
not by accident, we submit, that in drafting the Employment Act Congress left 
undisturbed the provision of the Federal Reserve Act charging the Federal 
Reserve to “keep itself informed of the general character and amount of the 
loans and investments of its member banks with a view to ascertaining whether 
undue use is being made of bank credit * * * or for any * * * purpose incon- 
sistent with the maintenance of sound credit conditions.” That is a task pecu- 
liarly suitable for an independent agency. For as has frequently been observed 
it often involves taking unpopular action and neither the Executive nor the 
Congress is immune from exigent pressures to avoid unpopular action, in a 
word, to follow the line of least resistance. 

In these circumstances it is hardly surprising that the present administration, 
never seeking aggressively to expand Executive power, has been quite content 
to let the Federal Reserve “carry the ball” on credit policy. Furthermore, its 
successive economic reports, as well as the testimony of administration repre- 
sentatives before congressional committees, clearly indicates that it has agreed 
wholeheartedly with the Federal Reserve’s 1954-57 tight-money policy. Though, 
as Congressman Reuss points out, the Treasury, the Council of Economic Advis- 
ers and the Board of Governors have not invariably seen eye to eye on the 
timing of credit restriction or relaxation moves, in our judgment it would be 
folly to assign the President the responsibility of bringing these differences of 
judgment into the open by special reports to the Congress. For, in effect, such 
reports would amount to “recommendations” that the Federal Reserve change 
its current policy (whatever it might be) and disregard the statutory injunction 
to maintain “sound credit conditions.” Such a procedure would be likely to 
precipitate acrid public debate that could hardly fail to accentuate the diffi- 
culties of maintaining, or recovering, economic balance. 

If the Federal Reserve view of “sound credit policy” differs from that of the 
President, or of the Congress, it seems more than likely that on balance we 
would benefit from preserving the independence of the Board of Governors and 
letting their policy view prevail. The alternative would be to make credit policy 
continuously subject to either congressional or Hxecutive determination, and 
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to say the least, neither have demonstrated qualifications for that task. The 
pressures to which Congress and the administration are subjected by private 
interest groups have repeatedly, and recently, been disclosed. This experience 
does not inspire us with confidence in such a program. 

Though the Employment Act of 1946, sought to focus the Nation’s attention 
on economic fluctuations, on the feasibility of their reduction, and on the large 
share of governmental responsibility for such economic stabilization, it did 
not go so far as to make the President responsible for maintaining full employ- 
ment, whatever that term may mean. If it had, it would have been ‘“‘a big order.” 
For conflicting goals inevitably present themselves on such a mandate. The 
President might conceivably regard checking inflation as a goal coordinate with 
full employment. He may even believe that an increase in unemployment is 
required to prevent a disastrous rise in prices. (We do not take this position, 
but it is not beyond the bounds of possibility that the current administration, 
or some elements in it, did.) Nor was the Federal Reserve—whose independence, 
as we have noted, was not altered by the Employment Act of 1946—directed to 
forthwith abandon all criteria for credit policy save full employment. 

In these circumstances we must regard the proposed amendment to section 
3 of the Employment Act as a waste of time. If the President doesn’t like 
current Federal Reserve policy, he can attempt, informally, to change the mind 
of the Board of Governors or the Open Market Committee. If the Board proves 
obdurate, and he believes the policy is dangerous, he may—regardless of the 
phraseology of the act—publicly criticize it. Even the Supreme Court has not 
been immune to public criticism. 

The proposal that the President submit to Congress “supplementary reports” 
on monetary and credit policies, from time to time, carries the implication that 
he should supervise and guide Federal Reserve month-to-month policy. This 
is doubly objectionable, as invoking a continuing interference with bank credit 
policy administration, inevitably compromising the independence of an agency 
for which independence, i. e., freedom from political and special-interest pres- 
sures, is the sine qua non of a judicious discharge of its functions. 

Moreover, it obviously rests on the premise that the Council of Economic 
Advisers as the President’s alter ego, has a prescience in matters economic 
unequaled by that of the Federal Reserve authorities, notwithstanding the Board’s 
direct contacts, through member banks, with business developments throughout 
the country. This premise will not bear examination. It is common knowledge 
that the Council of Economic Advisers is comprised of “armchair analysts.” 
This observation is in no sense derogatory; it is a mere statement of fact, bear- 
ing on the comparative forecasting qualifications of the Council and the Board 
of Governors. In any event, the sharp differences in opinion, with regard to 
1958-59 business prospects, among economists on the panel discussing economic 
growth and stability and pricing, to which Congressman Reuss alludes, wit- 
nesses to the fact that economic forecasting is still far from an exact science, 
anywhere. It should give pause to the advocacy of these amendments directed 
toward setting up continuous review and periodic “recommendations” on credit 
policy by a group of professional economists sheltered in the White House. For 
there they are “sheltered” from business responsibilities but not “sheltered” from 
political pressures—as we have lately been once again forcibly reminded. 

Nor can we support the proposal that the Council of Economic Advisers be 
turned into a watchdog of proposed price and wage increases. In the first place, 
to preserve objectivity, proposed decreases should also be subject to scrutiny. 
Why should it be assumed that price decreases are never objectionable? Cer- 
tainly some price reductions—particularly in a recession—may endanger key 
firms, industries, or workers. 

More important, the machinery is already available to enable Congress to 
throw the floodlight of publicity on projected price and wage increases. The 
Committee on the Economie Report can ask officials of steel or any other com- 
panies to explain contemplated or pending price moves. The knowledge that they 
may be asked to justify their actions before a congressional committee will—and 
we are sure has on occasion—moderated the pricing policies of oligopolies or 
price leaders. Exposure to public questioning is salutary. This is all to the good. 
There has been less influence from this quarter on the wage demands of labor 
unions, but nothing prevents such an extension of the procedure. 
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STATEMENT OF Myron W. WATKINS, VICE PRESIDENT, AND JOEL B. DIRLAM, 
Senior CONSULTANT, BonI, WATKINS, Jason & Co., INC. 


It is questionable, however, whether it is worthwhile for the Council of 
Economic Adviser—or, indeed, anyone—to concern itself with compiling in- 
formation on what business firms and trade unions intend to do with respect 
to prices and wages. Their proposed actions in these respects are too nebulous, 
provisional, and uncertain to provide a solid basis for any conclusions regard- 
ing their possible adverse effect on employment, production, and purchasing 
power. It is far more pertinent, in our judgment, to investigate the limits of 
what they can do, than of what they intend to do—and to frame monetary and 
credit policies that will effectively, as the case may be, either limit what they 
can do in this respect (i. e., check price and wage advances) or stimulate moves 
in the opposite directions. 

The President can now, if he chooses, make an informed request for moderu- 
tion in price and wage policies, as President Truman did in 1948. It requires 
no amendments to the Hmployment Act for him to exert, in this way, such 
influence as may inhere in his position. But unless all prices are frozen, such 
requests are likely to be widely disregarded—and, from the point of view 
of private industry, justifiably so. 

Our conclusions are that these proposed amendments are of little more than 
nuisance value, unless they foreshadow the impairment of the independence of 
the Federal Reserve Board of Governors in formulating credit policy, or, more 
remotely, the imposition of general wage and price controls. In either case, 
we would vigorously oppose them. 


Bortne AIRPLANE Co. 
HEADQUARTERS OFFICES, 
Seattle, Wash., July 10, 1958. 
Hon. Wrr11AM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


Dear Mr. DAwson: In response to your request for my views concerning 
H. R. 12785, I am pleased to submit the following. I should like to point out 
that the views I express are made as an individual economist and not as a 
representative of the Boeing Airplane Co. 

H. R. 12785 would amend the Employment Act of 1946 to provide specifically 
for the President, (1) to include recommendations on monetary policy in his 
economic reports, and (2) to request parties to certain proposed price and wage 
increases to exercise restraint in the interest of maximum employment, produc- 
tion, and purchasing power. 

I have studied this bill and the accompanying material contained in your 
letter of June 10, 1958. I believe that enactment of this bill would be most 
unfortunate and could seriously interfere with the achievement of the ultimate 
purpose of the Employment Act—“to promote maximum employment, produc- 
tion, and purchasing power.” 

The reasons for this conclusion are set forth in the attached memorandum. 
In summary, I am concerned that H. R. 12785 could lead to a number of un- 
fortunate consequences. It would inject an element of inflexibility in the 
preparation and presentation of the President’s economic program. It would 
tend to convert the Council of Economic Advisers into a review board for pri- 
vate wage and price decisions. It could cause labor-management negotiations to 
become public relations contests and could interfere with the orderly adjust- 
ment of prices and wages characteristic of a private enterprise economy. Final- 
ly, by encouraging rigidity in the price and wage structure of the economy, 
H. R. 12785 could interfere with the changes necessary in a dynamic economy 
to achieve and maintain economic growth. 

It should be noted that the potential adverse consequences I have mentioned 
are not the intended objectives of the bill. However, although the provisions 
of H. R. 12785 are primarily procedural, they involve considerations of public 
policy of very significant magnitude. 

I hope this reply will be useful to the committee in its deliberations on H. R. 
12785. Thank you for offering me the opportunity to present my views on this 
matter. 

Yours very truly, 
M. L. WEIDENBAUM. 
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Report spy Dr. MurrAY L. WEIDENBAUM ON H. R. 12785, 85trH Coneress, A BILL 
To AMEND THE EMPLOYMENT Act oF 1946 


H. R. 12785, 85th Congress, would amend the Employment Act of 1946 (15 
U. S. C. 1021-1024) in a number of respects with reference to the President’s 
duties. Each section of the pending bill is analyzed below. 


Section 1 


Section 1 of the bill would amend the portion of the Employment Act (sec. 3) 
that describes the type of material to be included by the President in his economic 
reports. The change proposed is to specify that the President should include 
monetary and credit policies in his review of economic developments and in his 
economic program. 

It should be noted that section 3 of the Employment Act in its present form 
does not mention particular types of policies that the President should cover 
in his economic reports. The desire to specify monetary and credit policies 
apparently arises from the omission from recent economic reports of recom- 
mendations concerning the role of the Federal Reserve System in this field. 
This omission does not arise from any deficiency in present law but, apparently, 
from the President’s reluctance to appear to be dictating to the independent 
Federal Reserve System. 

To be sure, the views of the administration concerning Federal Reserve policies 
are communicated to the System through a number of existing channels, includ- 
ing meetings of top administration and Federal Reserve officials. If he so 
desired, the President, under existing legislation, could utilize the economic 
reports for this purpose. To require him to do so would inject an element of 
inflexibility in the preparation and presentation of the President’s economic 
program. 


Section 2 


Section 2 of the bill would amend the portion of the Employment Act (sec. 4) 
that describes the functions of the Council of Economie Advisers. The change 
proposed is to specify that monetary and credit policies are among the various 
programs and activities of the Federal Government which the Council is to 
appraise. 

As is the case under section 1 of the bill, this change would not add to the 
existing powers of the executive branch and the specific mention of monetary 
and credit policies would appear to be superfluous. It would be particularly 
unfortunate if other amendments to the Employment Act were proposed (and 
enacted) that would isolate other areas for particular consideration. Such 
a trend could result in an imbalance in the Council’s work and could interfere 
with the preparation and presentation of a well-rounded Presidential economic 
program. 


Section 3 


Section 3 of the bill would add a new subsection to section 4 of the Employment 
Act. The amendment would give the Council of Economic Advisers the duty 
and function of: (1) studying proposed price and wage increases that “may 
adversely affect maximum employment, production, and purchasing power,” and 
(2) reporting to the President instances where the proposed increases may have 
such adverse effects. The proposed new section also implies that the President 
will use the Council’s findings to make “an appropriate, informed request for 
voluntary restraint by the parties concerned.” 

I believe that section 3 is potentially the most far-reaching section of the bill 
and the one requiring the most careful analysis. 

The first part of the amendment covers virtually the same ground as an exist- 
ing subsection of section 4 of the Employment Act. Subsection 4 (c) (2) states 
that the Council shall “gather timely and authoritative information concerning 
economic developments and economic trends, both current and prospective, to 
analyze and interpret such information in the light of the policy declared in 
section 2 [maximum employment, production, and purchasing power] for the 
purpose of determining whether such developments and trends are interfering 
or are likely to interfere, with the achievement of such policy, and to compile 
and submit to the President studies relating to such developments and trends.” 

The proposed amendment then indicates the manner in which the President is 
expected to utilize the studies of the Council in this area. However, this section 
of the bill amends section 4 of the Employment Act which covers the duties and 
functions of the Council of Economic Advisers. The action by the President 
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contemplated under this section is nowhere mentioned in section 3 of the act 
which covers the duties of the President. Yet, the contemplated action by the 
President could have the most far-reaching consequences for the American 
economy. 

No standards currently exist for determining whether a specific price or wage 
increase would adversely affect “maximum employment, production, and pur- 
chasing power.” No such standards are included in the bill or even alluded to, 
Although the preamble to H. R. 12785 refers to “proposed inflationary price 
increases,” it is conceivable that price and wage increases in a deflationary 
period could adversely affect employment, production and purchasing power. 
The proposed analysis of prices and wages would prove extremely difficult, and 
perhaps inconclusive, from both theoretical and practical viewpoints. 

Of even greater concern would be the contemplated action by the President 
in requesting voluntary restraint by the parties concerned. Judging particu- 
larly from the discussion of H. R. 12785 in the Congressional Record of June 3, 
1958 (pp. 9020-9024), it would appear, for example, that the President would be 
expected to request the firms and unions in a specific basic industry to postpone 
certain wage and price increases that they were considering. 

Let us assume such a case where compliance is complete throughout the indus- 
try. In a dynamic economy such as ours, Other unions may simultaneously be 
obtaining significant wage increases, that may or may not be absorbed within 
the existing price structure of the firms involved. Also, a number of firms that 
are suppliers to the complying industry may be raising prices. The pressures on 
the complying parties would increase. It would not be too farfetched to picture 
the President taking further action, either to allow the complying parties to 
increase prices and wages without violating the voluntary restraint program, 
or to request the other firms and unions to exercise restraint. It is apparent 
that in a dynamic and interdependent economy such as ours a voluntary restraint 
program would have to cover an increasing number of industries in order to 
remain effective. Moreover, as more and more firms and unions are covered, in- 
equities, imbalances, and instances of noncompliance would mount and could 
ereate severe complications. Additional legislation might be required, possibly 
with some mandatory features. 

Labor-management negotiations, particularly, would increasingly become mat- 
ters of public relations as each party attempted to impress on the public the 
consistency of its position with national economic objectives and the incon- 
sistency of the position of the opposing party. Also, a degree of uncertainty 
would be introduced in private wage and price policies. Particularly in the case 
of larger firms and unions the offiicals involved might never be certain as to 
whether the President would at some point request ‘‘voluntary restraint.” Would 
some eager unions Or companies ask for an advance ruling or a clean bill of 
health? Would the public be aware of the proposed price and wage increases 
that the Council was studying or that it had decided needed no Presidential ac- 
tion? These are a few of the many questions that could arise under this section. 

Moreover, to the extent that a voluntary compliance program were successful, 
an element of rigidity would be introduced into the economy with attendant 
adverse effects on long-range economic growth. Conceivably, a case could be 
made for postponing price and wage increases during a period of economic expan- 
sion because of the desire to combat inflationary influences and also during a 
period of economic contraction because of the desire to increase demand. 

To be sure, price stability is a desirable ingredient in our economy. However, a 
healthy price stability is achieved through the operation of market forces (aided 
by monetary, fiscal, and related policies) rather than through Government direc- 
tion and control. Aggregate price stability should be distinguished from relative 
price stability. In a dynamic economy, changes in relative prices should be 
expected among firms, among industries, and among regions. If vigorously used, 
section 3 of H. R. 12785 could interfere with these adjustments so necessary to 
achieve economic growth. 

CONCLUSIONS 


In essence, H. R. 12785 consists of a number of suggestions as to how the Pres- 
ident should utilize his existing powers to execute his responsibilities under the 
Employment Act of 1946. Unfortunately, these suggestions would tend to inter- 
fere with the preparation of a balanced economic program and with the ultimate 
aims of the act “—maximum employment, production, and purchasing power.” 
The spirit of section 3 of the bill, in particular, may run counter to section 2 of 





| 
| 
| 





\ 


oO 


ma AOK 


1- 
35 
ve 
e 


S- 
ye 
in 
at 
on. 
re 
to 
m, 
nt 
nt 


in- 
ld 
bly 


at- 
he 
on- 
ity 
ase 
to 
uld 
of 
ses 
ac- 
on. 
ful, 
ant 
| be 
an- 
ga 


rT, a 
ded 
rec- 
tive 
| be 
sed, 
y to 


AMENDING THE EMPLOYMENT ACT OF 1946 151 


the Employment Act which states that the action taken should be performed 
“* * * in a manner calculated to foster and promote free competitive enter- 
prise * * *,.” 


For the above reasons, I recommend that H. R. 12785 not be enacted. 





DEPARTMENT OF AGRICULTURE, 
AGRICULTURAL MARKETING SERVICE, 


Washington, D. C., July 2, 1958. 
Hon. Wirt1AM L. DAwson, 


Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


DEAR Mr. Dawson: Under date of June 20 you forwarded me a copy of H. R. 
12785 together with explanatory remarks on the floor of the House by its author, 
Representative Henry S. Reuss, of Wisconsin. This bill would amend the Em- 
ployment Act of 1946 to (1) require Presidential recommendations in the 
monetary and credit field and (2) make possible more informed recommenda- 
tions in certain cases in the wage-price field. You indicated the committee 
would like to receive any comments which I should care to make. 

These proposals, of course, more appropriately fall within the province of the 
Council of Economie Advisers than they do persons such as myself. However, 
as an economist, I have had a strong interest in the Employment Act of 1946, 
and it has been my personal feeling that the act as originally drawn is broad 
enough so that the Council may appropriately engage in such activities as are 
necessary to maintain a continuous review of economic developments in the 
United States and make such recommendations as may be desirable with respect 
not only to employment but also prices, wages, monetary policy, ete. This being 


the case, it would not seem to me that amendments such as those proposed in 
H. R. 12785 are needed. 


Sincerely yours, 
O. V. WELLS, Administrator. 


UNIVERSITY OF CALIFORNIA, 
ScHOoL or BUSINESS ADMINISTRATION, 


Los Angeles, Calif., July 13, 1958. 
Hon. Wiiri1amM L. DAwson, 


Chairman, Committee on Government Operations, 
House Office Building, Washington, D. C. 


DEAR REPRESENTATIVE Dawson: I enclose comments on H. R. 12785 requested 
in your letter of June 20, 1958. I would appreciate receiving a copy of the 
printed record of the committee’s deliberations on this bill when available. 

Sincerely yours, 
J. F. Weston, 
J. FRED WESTON, 
Professor of Finance. 


COMMENTS BY J. FRED WESTON, PROFESSOR OF FINANCE, UNIVERSITY OF CALI- 
FORNIA, Los ANGELES, ON H. R. 12785 


The two amendments proposed by H. R. 12785 introduced by Representa- 
tive Henry S. Reuss, of Wisconsin, represent two distinct economic philosophies. 
The first deals with monetary and credit policy which is the special respon- 
sibility of the Government, the second with wage and price decisions which 
should reflect the operations of a competitive economic system. 

The amendment to require appraisals and recommendations in the area of 
monetary and credit conditions makes explicit what is generally understood to 
be an area covered by the economic reports of the President. A review of the 
reports and hearings on them shows that considerable attention has in the past 
been given to monetary and credit policies. It would be desirable and involve 
no disadvantages to emphasize the full responsibiilty of the Chief Executive 
for leadership in all phases of economic policy. 

In fact, more is needed. The Council of Economic Advisers provides staff 
assistance to the President on economic policy. In addition, a Cabinet rank 
officer is needed to coordinate the economic effects of actions by all other de 
partments and agencies of Government. He should have sufficient power and 
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authority to conduct deliberations on policies of agencies such as the Federal 
Reserve officials as well as the Treasury, Bureau of the Budget, Commerce, 
ete., and to obtain conformance to the economic program of the Chief Execu- 
tive. Thus responsibility for carrying out economic programs would be es- 
tablished. 

The second amendment, to collect information and to publish recommenda- 
tions on proposed price and wage changes is undesirable. It would interject 
Government into the middle of bargaining discussions between private parties. 
This power, as a practical matter, would result in virtually placing price and 
wage determination in the hands of Government. The dangers of this are too 
obvious to require explanation. 

What is needed instead is the kind of Government policies which encourage 
and certainly do not interfere with competition in product and labor markets. 
Bad policies in these areas which result in noncompetitive behavior cannot 
be remedied by palliatives such as factfinding boards. Actions would better be 
directed toward eliminating governmental support of noncompetitive elements 
of industrial structures. 





FEDERAL TRADE COMMISSION, 
BUREAU OF ECONOMICS, 
Washington, July 7, 1958. 
Hon. WItLtAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


DEAR CONGRESSMAN DAwson: This is in response to your inquiry of June 20 
as to my views on H. R. 12785, a copy of which you enclosed along with explana- 
tory remarks in the Congressional Record by Representative Henry 8S. Reuss, of 
Wisconsin. 

In this reply, I am not speaking for the Federal Trade Commission, or its 
Bureau of Economics, but solely as an individual. I should add that my work 
here does not relate to the issues raised by H. R. 12785. My opinions are based 
on reading and conversations before I joined the staff of the Commission. 

(1) Proposals that the President “shall” include “recommendations concern- 
ing monetary and credit policies” in his annual Economic Report to the Congress 
and in any supplementary economic reports. 

I do not see why this is needed. The President already has the authority 
to make such recommendations if he wishes. What is gained by requiring him 
to make them when the situation does not seem to him to call for it? I feel 
sure the Board of Governors of the Federal Reserve System already gives 
serious consideration to the President’s views in setting its policies, but I 
would not want to tell it that it should consider such views as binding. 

I see possible dangers in the proposed bill. The Board of Governors might 
think itself bound to adapt its policies to current and fluctuating administra- 
tion wishes even when these clash with its own best judgment based on long- 
term considerations. These annual and supplementary reports might seem to 
carry the suggestion that the Congress should frequently enact monetary and 
credit legisaltion adapted to passing conditions. 

(3) Proposal that the Council of Economic Advisers shall collect informa- 
tion on announced price and wage increases which may have adverse effects on 
employment, production, and purchasing power, to enable the President to 
request the parties concerned to use voluntary restraint. 

Here, as with the first proposal, the President already has the authority 
to act. He has in fact made such requests for restraint—quoted in the explana- 
tory remarks of Representative Reuss. I am afraid that many more of them 
will expose the Presidency to ridicule unless the President is given the legal 
authority to enforce his requests. I do not find that experience supports the 
prediction of Representative Reuss that “both labor and management will be 
sufficiently public relations-conscious so as to pay heed to a Presidential recom- 
mendation.” 

As a relatively minor objection, this proposal will call for a substantial increase 
in the appropriation for the Council of Economic Advisers if it is to make a 
thorough study of all price and wage increases which may adversely affect 
employment, production, and purchasing power. I grant that if it confines its 
studies to a few instances which attract attention in the press, and makes super- 
ficial studies only, a small increase will be sufficient. 
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Two other considerations occur to me as much more important. One is the 
slowing down of the responses of industry to changing conditions. When a 
price increase is called for by a rise in the price of raw materials, for example, 
it may have serious consequences if the industry is forced to wait its turn before 
a Government board. I remember that this situation helped persuade the Con- 
gress to abolish price controls in 1946. A similar difficulty will arise from the 
fact that a wage increase is often granted retroactive to a certain date, whereas 
a price increase which is held up until the President has decided not to urge 
voluntary restraint cannot usually be made retroactive. 

Even more serious would be the adoption for competitive industry of a principle 
hitherto confined to public utilities: that price increases are wrong if they are 
not the result of cost increases. Our economic system has been a profit and 
loss system, rather than a cost-plus system as would be implied by holding each 
industry to a constant percentage of profit. Perhaps Representative Reuss does 
not have a constant profit in mind, though I did read such an inference into 
his statement that “Many price increases are justified by cost-profit position”; 
but, if not, what other criterion does he suggest? I do not think we should 
expose an industry to public condemnation for a price action unless the criteria 
to be applied are clearly stated. 

As to wage increases, Mr. Reuss implies that they would be justified if they 
“merely translate growth in productivity into increased standards of living.” 
But statisticians generally put the annual average increase in productivity at 
between 2 and 3 percent, and most union wage demands are for a good dew 
more than 2 or 3 percent. The proposed statute would, therefore, put the Presi- 
dent in the position of making a public appeal against most union demands. 
This might or might not be sound economics, but I think the Congress should be 
on notice of what it would be asking for. 

Finally, I do not believe that even successful appeals against prominent ex- 
amples of price and wage increases will prevent inflation. Government deficits 
and private credit expansion are, I think, the real cause of inflation. These two 
have, in turn, their own causes. To halt inflation is, therefore, a difficult and 
complex task. It cannot be done without sacrifices. I fear that marshaling 
public opinion against symptoms (individual price increases) will make it 
harder to educate the public as to true causes. 

I appreciate very much the opportunity you have given me to comment on 
this proposed legislation, and I would like to repeat that what I have said re- 
flects my private opinions rather than those of this Commission or this Bureau 
of the Commission. 

Sincerely yours, 


Simon N. WuirtTNey, Director. 
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